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PREFACE 

East-West  Trade  Financing:  An  Introductory  Guide  introduces  U.S. 
firms  and  small  and  medium-sized  commercial  banks  to  general  practices 
and  sources  of  funds  most  commonly  utilized  in  financing  East-West 
trade.  U.S.  businessmen  and  bankers  experienced  in  socialist  markets 
may  also  find  this  publication  a  useful  reference. 

The  Guide  briefly  discusses  the  principal  commercial  banking  and 
government-operated  institutions  and  programs  involved  in  financing 
East-West  trade,  the  instruments  used  in  the  payments/collection  mech- 
anism, and  patterns  of  credit  terms  and  financing  arrangements  currently 
being  applied  to  evolving  relations  and  conditions  of  East- West  trade. 
Many  techniques  long  familiar  in  international  commerce  have  been  given 
an  innovative  twist  or  a  new  interpretation  to  fit  trade  between  market 
economies  on  the  one  hand  and  centrally  planned  economies  on  the 
other. 

The  writer  expresses  warmest  appreciation  to  those  bankers,  business- 
men, and  government  officials  in  the  United  States  and  Europe  who  so 
generously  gave  of  their  time  and  patience  in  answering  innumerable 
questions  during  the  preparation  of  this  book  and  whose  comments  and 
technical  reviews  of  the  text  were  most  gratefully  received. 

Throughout  the  publication,  every  effort  has  been  made  to  be  accurate 
in  the  discussion  of  the  subject  matter  and  in  the  listings  of  those 
banks,  companies,  and  governmental  institutions  involved  in  various 
aspects  of  East-West  trade.  In  no  event  are  the  listings  contained  in  this 
book  to  be  considered  an  endorsement  by  either  the  Department  of 
Commerce  or  the  United  States  Government.  Also,  the  views  expressed 
herein  do  not  necessarily  represent  the  views  of  the  Department  of  Com- 
merce or  any  other  Government  agency.  Of  course,  any  errors  of  either 
commission  or  omission  are  the  writer's  alone. 
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I.  INTRODUCTION 

Since  the  "Era  of  Detente"  began  in  1972,  U.S.  involvement  in  East- 
West  trade  has  grown  substantially.  Total  U.S.  East-West  trade  turn- 
over with  the  socialist1  countries  increased  more  than  6!/2  times  during 
the  period  (from  $612  million  in  1971  to  $4.0  billion  in  1975),  while 
U.S.  exports  to  these  countries  increased  nearly  eightfold  (from  $384 
million  in  1971  to  $3.1  billion  in  1975). 

East-West  trade  is  a  term  generally  used  to  refer  to  trade  between 
the  industrial  West  and  the  centrally  planned  economy  countries  of 
Eastern  Europe,  the  Soviet  Union  and  the  People's  Republic  of  China 
(PRC).  Although  trade  with  other  centrally  planned  economy  countries 
such  as  Cuba,  North  Vietnam  or  North  Korea  is  also  often  included 
in  the  concept  of  East-West  trade,  this  publication  focuses  principally 
on  the  Soviet  Union  and  the  socialist  countries  of  Eastern  Europe. 
Brief  references  are  occasionally  made  to  the  PRC. 

The  Introductory  Guide  discusses  the  principal  types  of  financial 
institutions  active  in  East-West  trade  from  the  viewpoint  of  the  U.S. 
businessman  seeking  to  become  involved  in  East-West  trade  financing. 
Selected  Western  and  socialist  country  institutions  are  explored.  Empha- 
sis is  placed  on  sources  of  funds  for  financing  East-west  trade:  Western 
commercial  banks  and  the  government-supported  export  credit  and 
guarantee  systems  of  Britain,  France,  West  Germany,  Italy,  Japan,  and 
the  United  States.  The  application  of  specific  instruments  and  procedures 
to  financing  East-West  trade  is  presented  within  the  framework  of 
short-term  financing  on  the  one  hand  and  medium-  and  long-term 
financing  on  the  other.  Although  this  arrangement  results  in  a  certain 
repetitive  mention  of  institutions  discussed,  it  should  assist  the  business- 
man seeking  information  on  sources  of  funds  for  a  particular  credit 
maturity  to  find  the  relevant  information  in  one  place. 

The  U.S.  businessman  becoming  involved  in  East-West  trade  quickly 
discovers  many  aspects  of  foreign  trade  familiar  to  him  in  other  markets. 
But  there  are  major  differences  as  well.  The  principal  structural  dif- 
ference lies  in  the  way  the  socialist  countries  organize  their  foreign 
trade. 

The  Soviet  Union  and  the  socialist  countries  of  Eastern  Europe  have 

1  "Socialist"  is  used  throughout  the  book  to  refer  to  the  following  state  trading  countries  with 
centrally  planned  economies:  Bulgaria,  Czechoslovakia,  German  Democratic  Republic,  Hungary, 
Poland,  Romania,  Soviet  Union,  and  the  People's  Republic  of  China. 

"Western"  is  used  throughout  the  book  to  include  such  countries  as  Japan  and  Australia. 


centrally  planned  economies  administered  according  to  priorities  set  by 
the  top  leadership.  The  Government  makes  all  economic  decisions,  super- 
vises their  execution,  sets  prices,  and  with  minor  exceptions  owns  the 
means  of  production.  Economic  goals  and  priorities  are  laid  out  in 
broad  terms  in  the  Five  Year  Plans  and  in  specific  terms  in  the  Annual 
Plans. 

Foreign  trade  is  a  state  monopoly  administered  by  the  Ministry  of 
Foreign  Trade  in  each  country.  The  volume  of  trade,  the  composition 
of  exports  and  imports,  and  the  geographical  distribution  of  trade  are 
determined  by  the  state  rather  than  through  the  mechanism  of  the 
market.  However,  while  the  state  reserves  decisionmaking  powers  on 
economic  subjects,  state  decisions  on  trade  with  Western  countries 
are  influenced,  on  the  import  side,  by  conventional  factors  such  as 
availability  of  funds  and  credits  and  on  the  export  side,  by  acceptability  of 
exports  to  Western  buyers. 

Foreign  trade  operations  are  usually  conducted  by  specialized  Foreign 
Trade  Organizations  (FTOs).  However,  in  some  East  European  coun- 
tries such  as  Poland,  Hungary,  or  the  German  Democratic  Republic 
(GDR — East  Germany),  approved  industry  associations  and/or  indi- 
vidual industrial  enterprises  may  engage  in  foreign  trade  in  a  limited 
way.  The  FTOs  enjoy  the  rights  of  a  juridical  person  under  their  country's 
law.  They  customarily  conclude  contracts  for  the  purchase  of  foreign 
goods  and  services  and  the  sale  of  domestic  production  to  foreign  buyers. 

The  FTOs  generally  operate  on  normal  commercial  principles,  taking 
into  account  price,  quality,  delivery  date,  and  payment  terms.  They 
often  provide  the  Western  exporter  with  promissory  notes  guaranteed  by 
the  appropriate  Foreign  Trade  Bank.  The  Western  exporter  then  can 
sell  those  notes  at  a  discount  to  commercial  banks  and  thereby  receive 
payment  for  his  goods. 

The  Foreign  Trade  Banks  themselves  also  arrange  credits  directly 
with  Western  banks  on  terms  generally  accepted  in  international  trade 
for  the  products  concerned. 

As  a  result  of  a  relative  shortage  of  hard  currency,  the  socialist 
countries  will  often  seek  to  make  alternative  compensation  arrange- 
ments, either  as  a  supplement  to  traditional  cash  payments  and  export 
financing  arrangements,  or  as  a  substitute  for  them.  Some  of  the  more 
common  alternative  compensation  arrangements  are  briefly  discussed 
in  this  book. 

The  Introductory  Guide  concludes  with  a  short  supplementary  chapter 
which  provides  information  on  U.S.  financial  restrictions  in  East-West 
trade  imposed  by  the  Johnson  Debt  Default  Act,  a  review  of  the  Berne 
Union,  the  Overseas  Private  Investment  Corporation,  and  of  private 
sources  of  export  insurance,  including  insurance  other  than  credit 
insurance. 


II.  FINANCING  EAST-WEST  TRADE: 
APPROACHES  AND  INSTITUTIONS 

How  Credit- Worthiness  Is  Measured 

Both  Western  governments  and  Western  international  banking  and 
financial  circles  make  a  distinction  between  financial  obligations  arising 
from  commercial  contracts  and  those  arising  from  financial  commit- 
ments of  another  nature.  On  occasion,  the  latter  may  raise  complex 
international  political  and/or  legal  questions  and  may  therefore  be  sub- 
ject to  differing  interpretations  and  points  of  view.  For  example,  ques- 
tions concerning  defaulted  financial  obligations  of  predecessor  govern- 
ments to  the  United  States  and  the  attributability  of  these  obligations 
to  present  governments  would  fall  into  this  second  category. 

Financial  obligations  incurred  in  East-West  trade  transactions  are 
customarily  detailed  in  the  loan  agreements  signed  by  the  socialist 
borrower  and  the  Western  lender  or  group  of  lenders.  These  agreements 
constitute  straightforward  contractual  obligations  and  are  honored  as 
such  by  the  parties  involved. 

The  distinction  should  be  made  in  East- West  trade  financing  between 
the  ability  of  the  socialist  borrower  to  pay  his  commercial  obligations 
and  his  willingness  to  do  so.  While  evaluation  of  ability  to  pay  is  based 
on  economic  and  financial  aspects,  evaluation  of  the  willingness  to  pay 
must  ultimately  take  political  factors  into  consideration. 

In  assessing  credit-worthiness  of  a  socialist  borrower,  a  U.S.  lender 
should  be  aware  that  the  traditional  economic  and  financial  data  used 
in  credit  review/country  risk  analysis  are  less  directly  applicable  in 
East- West  trade  than  in  other  such  foreign  credit  analyses.  This  is 
primarily  due  to  two  factors. 

First,  the  customary  financial  information  is  rarely,  if  ever,  available 
to  the  Western  lender  in  the  form  and  to  the  extent  most  U.S.  bankers 
normally  require.  Much  of  this  information  is  considered  by  the  socialist 
borrower  to  be  a  state  secret  and  thus  not  to  be  released  to  a  foreign 
lender,  even  on  a  confidential  basis.  It  is  worth  noting  that  West  Euro- 
pean commercial  bankers  and  other  lenders  with  many  years  of  ex- 
perience in  East-West  trade  financing  feel  relatively  less  concerned 
about  the  availability  of  customary  financial  information  than  do  U.S. 
bankers.  Bankers  in  West  European  and  other  industrialized  countries 
tend  to  the  view  that  countries  with  centrally  planned  economies  have 


sufficient  control  through  the  planning  process  to  find  at  any  time  the 
means  to  repay  their  debts;  any  questions  concerning  repayment  rests 
ultimately  on  the  willingness  of  the  government  to  assign  appropriate 
priorities. 

Second,  the  centrally  planned  economy  countries  exert  direct  con- 
trol over  their  foreign  debt  obligations.  The  Foreign  Trade  Banks  and, 
in  the  case  of  Hungary,  the  National  Bank,  must  approve  the  foreign 
exchange  transactions  of  Foreign  Trade  Organizations  (FTOs)  and 
other  specified  enterprises  and  associations  dealing  in  foreign  trade. 
Although  borrowers  from  these  countries  are  juridical  entities  under  the 
laws  of  their  respective  countries,  they  are  also  government  agencies. 
Since  all  foreign  trade  by  each  of  the  socialist  countries  is  conducted 
by  government  agencies,  the  credit-worthiness  of  the  borrower  ultimately 
rests  on  the  overall  credit  standing  of  its  government. 

In  making  his  decision,  the  U.S.  lender  should  take  political  risks 
into  account  as  well  as  commercial  risks.  He  should  consider  reviewing 
both  the  willingness  of  the  borrower  to  pay  his  commercial  obligations 
and  his  financial  ability  to  do  so. 

The  U.S.  lender  evaluating  the  credit-worthiness  of  a  socialist  bor- 
rower may  wish  to  consider  three  factors:  past  payments  record,  esti- 
mated gold  and  hard  currency  reserves,  and  debt-service  ratio. 

Past  Payments  Record. — As  a  result  of  their  repayments  records,  the 
socialist  countries  are  generally  regarded  as  prime  borrowers  by  the 
international  financial  community.  Past  payments  on  commercial  credits 
by  East  European  and  Soviet  borrowers  have  been  prompt  and  without 
defaults.  Although  until  comparatively  recently  the  People's  Republic  of 
China  (PRC)  has  usually  avoided  medium-  and  long-term  credit  obliga- 
tions to  foreigners,  its  repayment  record  for  short-term  (to  18  months) 
commitments  has  been  excellent.  In  conjunction  with  purchases  of  com- 
plete plant  and  equipment  over  the  last  couple  of  years,  the  PRC  has 
recently  begun  to  arrange  deferred  payments  schedules  with  foreign 
suppliers.  Although  it  is  still  too  soon  to  evaluate  the  PRC's  performance 
in  the  deferred  payments  area,  the  assumption  is  that  the  PRC  will 
maintain  the  excellent  repayments  record  established  in  the  short-term 
field.1 

Gold  and  Hard  Currency  Reserves. — The  socialist  countries  consider 
information  on  gold  and  hard  currency  reserves  to  be  a  state  secret. 
Western  estimates  place  Soviet  gold  reserves  between  1900  and  2000 
metric  tons  -  (year-end  1975).  Although  no  readily  available  figures  on 
gold  reserves  exist  for  the  East  European  countries  and  the  PRC,  even 
estimates  are  too  crude  to  be  of  significant  use  in  evaluating  credit- 


1  For  a  discussion  of  the  unusual  features  affecting  the  financing  of  U.S.  trade  with  the  PRC, 
see  the  Overseas  Business  Report  "Financial  Practices  in  U.S. -China  Trade."  OBR-74-64.  (Wash- 
ington, D.C.:   U.S.  Government  Printing  Office,  December   1974). 

-  Between  about  $8.5  and  $9.0  billion  at  the  London  gold  market  price  of  $140.25  per  Troy 
ounce    (year-end    1975). 


worthiness.  Estimated  gold  sales  on  the  free  markets  by  socialist  coun- 
tries (primarily  the  U.S.S.R.)  have  increased  substantially  in  recent  years, 
thus  providing  a  source  of  hard  currency  earnings  which  have  ap- 
parently been  used  to  help  finance  purchases  from  Western  suppliers. 
Reliable  estimates  of  hard  currency  reserves  of  the  various  socialist 
countries  are  not  available. 

Debt-service  Ratio. — The  debt-service  ratio  (ratio  of  repayments  of 
principal  and  interest  to  hard  currency  earnings)  of  the  socialist  countries 
in  trade  with  the  industrial  West  varies  from  country  to  country,  ranging 
from  a  low  of  about  15%  to  a  high  of  about  30%  (year-end  1975). 
With  increased  purchases  from  the  industrial  West  of  capital  equipment 
and  other  items  on  a  medium-  and  long-term  credit  basis,  the  debt- 
service  ratio  of  the  socialist  countries  is  rising. 

Since  the  socialist  countries  do  not  publish  data  on  their  indebtedness 
to  foreigners,  the  hard  currency  debt-service  ratio  for  these  countries 
must  be  estimated.  Nonetheless,  this  ratio  provides  a  useful  indicator 
for  evaluating  a  country's  medium-term  liquidity  and  hence  gives  some 
indication  of  its  ability  to  meet  external  debt  obligations.  Application 
of  the  debt-service  ratio  concept  to  long-term  analysis  provides  some- 
what less  reliable  results. 

How  U.S.  Companies  Are  Paid 

CURRENCY  AND  FOREIGN  EXCHANGE 

U.S.  firms  trading  with  the  socialist  countries  generally  require  pay- 
ment in  U.S.  dollars  or  in  some  other  agreed  upon  hard  currency  or 
blend  of  currencies.  The  payment  currency  is  customarily  designated  in 
the  sales  contract  or  when  the  financing  package  is  arranged. 

None  of  the  centrally  planned  economy  countries  permits  its  currency 
to  be  freely  convertible.  Moreover,  the  Foreign  Trade  Banks  (in 
Hungary  the  National  Bank)  enjoy  a  monopoly  over  foreign  exchange 
transactions  that  provides  their  governments  with  a  mechanism  for  di- 
rectly controlling  capital  flows  across  their  national  borders.  This 
enables  them  to  insulate  their  domestic  economies  to  some  extent  from 
unplanned,  unexpected,  and  hence  potentially  disturbing  external  factors. 

These  countries  face  a  chronic  shortage  of  convertible  foreign  ex- 
change. Since  Western  nations  normally  require  payment  in  convertible 
currencies  for  their  exports  to  the  socialist  countries,  international  pay- 
ments are  effected  either  in  Western  currencies  or  in  goods.  The  socialist 
countries  must  export  to  the  West  to  earn  convertible  foreign  exchange. 
Over  the  years,  however,  they  have  been  unable  to  expand  exports 
sufficiently  to  generate  an  optimal  flow  of  foreign  exchange  earnings. 

PAYMENTS/COLLECTION  MECHANISM 

The  payments/collection  mechanism  in  East-West  trade  utilizes  many 


of  the  same  instruments  applied  in  other  international  trade.  Short- 
term  transactions  (to  1  year)  are  usually  dealt  with  through  normal 
commercial  banking  channels.  The  most  common  short-term  instruments 
in  East-West  trade  include  irrevocable  letters  of  credit,  cash-against- 
documents,  and  credit  in  current  account.3  Bills  of  exchange  are  used 
for  both  short-  and  medium-term  credits.  In  recent  years,  buyer's 
credits  have  increased  in  importance,  primarily  because  the  Soviet  and 
East  European  buyers  often  consider  them  cheaper  and  more  desirable 
than  supplier's  credits. 

Medium-  and  long-term  credits  are  used  to  finance  East-West  trade. 
Export  credit  arrangements  customarily  available  in  international  trade 
for  medium-term  (1  to  5  years)  and  long-term  (5  years  or  more) 
transactions  involving  sale  of  capital  goods  and  equipment,  as  well  as 
complete  plants,  are  also  generally  utilized  in  East-West  trade.  Many 
such  transactions  include  a  Western  government-supported  export  credit 
and/or  guarantee.  Other  medium-  and  long-term  credit  arrangements 
made  in  East-West  trade  include  nonrecourse  credits,  and  Euromarket 
operations  involving  syndications,  bond  issues  and  private  placements. 

Financial  Institutions  in  East- West  Trade 

Socialist  country  institutions  extending  credit  are  the  National  Banks 
and  the  Foreign  Trade  Banks.  In  the  West  institutions  which  provide 
financing  for  East-West  Trade  include  the  commercial  banks,  Soviet 
banks  in  the  West,  and  government-operated  agencies. 

SOCIALIST  BANKS:  FOREIGN  TRADE  OPERATIONS 

National  Banks 

In  the  socialist  countries,  the  banking  system  is  a  state  monopoly. 
The  centralized  control  exerted  over  the  domestic  economy  and  foreign 
trade  by  the  various  National  Banks  has  no  counterpart  in  Western 
banking.4  In  addition  to  exercising  the  functions  of  a  central  bank,  the 
National  Bank  participates  in  all  major  economic  policy  discussions, 
both  directly  and  through  its  close  relationship  with  other  parts  of  the 
government,  such  as  the  State  Planning  Commission,  which  coordinates 
physical  and  financial  plans,  and  the  Council  of  Ministers. 

The  National  Bank  is  directly  responsible  to  the  Council  of  Ministers, 
except  in  Hungary  where  it  is  responsible  to  the  Ministry  of  Finance. 
The  head  of  the  National  Bank  is  appointed  by  the  highest  political 
authority  in  the  country.  In  Hungary  and  the  German  Democratic  Re- 
public, the  head  of  the  National  Bank  participates  in  the  highest  policy- 
making group  of  the  Ministry  of  Finance,  the  Collegium  of  the 
Ministry. 


11  These  and  other  international  financing  terms  used  in  this  book  are  defined  in  the  Glossary. 
*  See  pages  7-8   for  addresses,  telephone  and  telex  numbers  of  the  National  Banks. 


NATIONAL  BANKS 

BULGARIA 

Bulgarska  Narodna  Banka 
(Bulgarian  National  Bank) 
2  Sofiiska  Komuna  St. 
Sofia 

Tel:  85-51 

Telex:  22  532,  22  533 

CZECHOSLAVAKIA 

Statni  Banka  Ceskoslovenski 
(State  Bank  of  Czechoslovakia) 
28,  Na  prikope 
110  03  Praha  1 

Tel:   12  51,  12  59 
Telex:   12  18  31 

GERMAN  DEMOCRATIC  REPUBLIC 

Deutsche  Staatsbank 
(GDR  State  Bank) 
108  Berlin 
Charlottenstrasse  33 
Tel:  2  20  24  81 
Telex:  11  22  71 

HUNGARY 

Magyar  Nemzeti  Bank 
(National  Bank  of  Hungary) 
Budapest  V. 
Szabadsagter  8/11 
Letters:  4-1850  Budapest  54 

Tel:   112-600 
Telex:  22  57  55 

POLAND 

Narodowy  Bank  Polski 
(National  Bank  of  Poland) 
Swietokrzyska  11/12,  P.O.  Box:  1011 
00-950  Warszawa 

Tel:   20-03-21 

Telex:  81  33  24  nbp  pi 


National  Banks — Continued 

ROMANIA 

Banca  Nationala  a  Republicii  Socialista  Romania 

(National  Bank  of  Romania) 

Str.  Lipscani  25 

Bucharest 

Tel:  13-04-10  and  15-27-50 

Telex:  01   12  35,  6,  7 

SOVIET  UNION 

Gosbank  S.S.S.R. 

(State  Bank  of  the  U.S.S.R.) 

Neglinnaya  ul.  12 

Korpus  B 

Moscow 

Tel:  296-3012 
Telex:  None  Listed 

PEOPLE'S  REPUBLIC  OF  CHINA 

People's  Bank  of  China 

(State  Bank) 

Peking 

Tel:  None  listed 

Telex:  None  listed 

The  National  Bank  establishes  an  official  exchange  rate  for  foreign 
currencies  based  on  gold  parity.  The  rate  is  applied  in  all  commercial 
transactions.  A  separate  exchange  rate  may  also  be  established  for 
tourists  and  other  foreigners.  From  time  to  time,  the  National  Bank 
may  decide  to  change  either  the  official  exchange  rate  or  the  tourist 
rate,  or  both.  The  rates  remain  stable  between  officially  announced 
changes.  The  National  Bank,  together  with  the  Minister  of  Finance, 
manages  foreign  exchange  holdings,  including  the  establishment  of 
foreign  exchange  budgets  as  well  as  decisions  on  the  distribution  of 
exchange  balances  among  various  currencies  and  depositories.  In  most 
cases  in  this  area,  the  final  authority  resides  with  the  Ministry  of 
Finance  as  the  principal  financial  agency  of  the  Government. 

Foreign  Trade  Banks 

Certain  functions  in  the  sphere  of  foreign  exchange  and  payments 
are  the  responsibility  of  the  Foreign  Trade  Banks,5  except  in  Hungary 
where  the  National  Bank  controls  many  of  these  functions.  In  Poland, 
a  joint  stock  bank,  the  Bank  PKO  Ltd.  (Bank  Polska  Kasa  Opieki,  S.A.) 
clears  remittances  from  abroad  to  Polish  citizens. 


See    pages    10-11    for    addresses,    telephone    and   telex   numbers    of    the    Foreign    Trade    Banks. 
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The  Foreign  Trade  Banks  generally  are  subordinate  to  the  National 
Bank.  The  two  banks  exchange  personnel.  The  Foreign  Trade  Bank 
and  the  National  Bank  both  provide  foreign  exchange  facilities  for 
tourists,  diplomats,  and  other  foreigners. 

The  Foreign  Trade  Banks  are  in  charge  of  all  payments  related  to 
international  trade  and  service  transactions,  including  the  administration 
of  bilateral  payment  agreements.  The  customary  services  include  con- 
firmation of  letters  of  credit,  endorsement  of  bills  of  exchange,  payment 
against  shipping  documents,  discount  of  commercial  paper,  credit  guaran- 
tees, switch  operations,  purchases  and  sale  of  foreign  currency  and 
securities,  and  other  similar  commercial  banking  activities.  They  may 
buy  and  sell  gold,  silver,  and  other  precious  metals  abroad,  and  con- 
clude agreements  with  foreign  banks  concerning  financial  transactions 
and  accounting  practices. 

In  their  daily  operating  procedures,  the  Foreign  Trade  Banks  of  the 
Soviet  Union  and  most  of  the  countries  of  Eastern  Europe  adhere  to 
the  Uniform  Customs  and  Practice  for  Documentary  Credits  (1975) 
of  the  International  Chamber  of  Commerce.  Albania,  Romania  and  the 
People's  Republic  of  China  do  not  adhere  to  the  Uniform  Customs,1' 
although  Albania  and  Romania  customarily  apply  the  rules. 

The  Foreign  Trade  Banks  maintain  correspondent  relationships  with 
hundreds  of  banks  worldwide.  For  example,  the  Soviet  Foreign  Trade 
Bank  (Vneshtorgbank)  has  correspondent  relationships  with  about 
1,600  banks  in  over  110  countries,  and  the  Polish  Foreign  Trade  Bank 
(Bank  Handlowy  w  Warszawie)  with  about  1,500  banks  in  120  coun- 
tries. Most  of  the  larger  Western  banks  act  as  correspondents  of  Foreign 
Trade  Banks  and  readily  advise  and  confirm  their  letters  of  credit.  How- 
ever, the  opportunity  to  confirm  such  letters  of  credit  is  slight  since 
some  Foreign  Trade  Banks  prefer  to  operate  on  a  collection  basis 
whenever  possible.  This  eliminates  the  fee  involved  in  confirming  a 
letter  of  credit.  It  also  enables  the  Foreign  Trade  Bank  to  maintain  strict 
control  over  its  balances,  which  eliminates  the  possibility  of  finding 
itself  in  an  overdraft  position.  Both  the  Foreign  Trade  Banks  and  their 
Western  correspondent  banks  often  hold  significant  deposits  from  their 
correspondents. 

The  Foreign  Trade  Banks  have  strong  credit  ratings  in  world  financial 
and  trading  circles.  Their  paper  is  regarded  as  reliable  by  government- 
operated  insurance  agencies  such  as  the  British  Export  Credit  Guarantee 
Department  (ECGD)  and  the  French  COFACE  (Compagnie  Franchise 
d'Assurance  pour  le  Commerce  Exterieur).7 

Commercial  paper  issued  by  Soviet  and  East  European  buyers  and 
guaranteed  by  the  Foreign  Trade  Banks  is  discounted  without  recourse 


,;  For  a  fuller   discussion  of  letters  of   credit   and  the  PRC,  see  pages  36-37. 
7  ECGD   is    discussed    on    pages    22-23,    41-42,    60,    and   78-79,    and    COFACE   is   discussed    on 
pages  23-24,  42,  61-62,  and  79-80. 


FOREIGN  TRADE  BANKS 

BULGARIA 

Bulgarska   Vunshnoturgovska   Banka 
(Bulgarian  Foreign  Trade  Bank) 
2  Sofiiska  Komuna  St. 
Sofia 

Tel:  85-51 

Telex:  22  532,  22  533 

CZECHOSLOVAKIA 

Ceskoslovenska  Obhodni  Banka,  a.s. 
(Commercial  Bank  of  Czechoslovakia,  Ltd.) 
Na  prikope  14 
115  20  Praha  1 

Tel:  22-44-44 
Telex:   12  22  01 

GERMAN  DEMOCRATIC  REPUBLIC 

Deutsche  Aussenhandelsbank  AG 
(GDR  Foreign  Trade  Bank) 
108  Berlin 
Unter  den  Linden  24-30 

Tel:  220-0321 

Telex:  11  21  11,  11  20  24 

HUNGARY 

Magyar  Kulkereskedelmi  Rt.  19 
(Hungarian  Foreign  Trade  Bank  Ltd.) 
Budapest  V.,  Szent  Istvan  ter  11 
Letters:  H-1821  Budapest 

Tel:  414-390 

Telex:  22  55  57,  22  55,  58 

POLAND 

Bank  Handlowye  w  Warszawie  SA 
(The  Commercial  Bank  in  Warsaw) 
Skr.  poczt.  129 
00-950  Warszawa 

Tel:  26-92-11 

Telex:  814  321  bhw  pi 
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Foreign  Trade  Banks — Continued 

ROMANIA 

Banca  Romana  de  Comert  Exterior 
(Romanian  Foreign  Trade  Bank) 
Calea  Victoriei  22-24 
Bucharest 

Tel:   16-35-52 

Telex:  Oil  235,  Oil  236,  Oil  237 

SOVIET  UNION 

Vneshtorgbank 

(Bank  for  Foreign  Trade  of  the  U.S.S.R.) 

3/5  Kopyovsky  Lane 

Moscow  103016 

Tel:  296-3012,  223-2038 
Telex:  174,  175,  176,  177 

PEOPLE'S  REPUBLIC  OF  CHINA 

Bank  of  China 
San  Li  Ho 
Peking 

Tel:  None  Listed 

Telex:  CHUNGKUO  PK  307 

Bank  of  China,  #2A 
Des  Voeux  Road 
Central  Hong  Kong 

Tel:  (5)  234-191 
Telex:  780/73  772 

to  the  Western  seller  by  various  foreign-based  institutions,  including  the 
specialized  East-West  banks  such  as  the  Soviet  banks  in  the  West. 
Acceptances  or  promissory  notes  guaranteed  by  the  Foreign  Trade 
Banks  usually  run  for  1  or  2  years  but  sometimes  for  a  longer  period. 

The  Foreign  Trade  Banks  provide  credit  to  export  and  import 
organizations  (Foreign  Trade  Organizations — FTOs),  to  industry  asso- 
ciations engaged  in  foreign  trade,  and  to  individual  enterprises  that 
manufacture  export  goods.  The  Foreign  Trade  Banks  also  provide  sub- 
stantial technical  advice  to  state  enterprises  regarding  financing  and 
other  terms  under  negotiation  for  contracts  with  various  international 
entities,  including  foreign  firms. 

CMEA  Banks 

The  International  Bank  for  Economic  Cooperation  and  the  Interna- 
tional Investment  Bank  are  banks  of  the  Council  for  Mutual  Economic 
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Assistance  (CMEA).  Both  banks  are  independent  international  legal 
and  economic  entities  located  in  Moscow.  Membership  in  the  two  banks 
and  in  GMEA  is  the  same  and  consists  of  Bulgaria,  Czechoslovakia,  the 
German  Democratic  Republic,  Hungary,  Poland,  Romania,  the  U.S.S.R., 
Cuba  and  Mongolia. 

International  Bank  for  Economic  Cooperation  (IBEC). — IBEC  began 
operations  in  1964  with  the  principal  function  of  organizing  and  carry- 
ing out  multilateral  settlements  in  transferable  rubles  (essentially  units 
of  account)  for  member  countries.  It  also  arranges  settlements  for  mem- 
bers with  Western  countries.  IBEC  extends  credit  to  member  countries 
for  seasonal  financing,  hard  currency  balance-of-payments  equilibrium, 
and  short-term  clearing  purposes. 

The  bank  has  actively  sought  convertible  currency  deposits,  not  only 
from  member  countries  but  also  from  Western  banks.  By  the  end  of 
1973,  the  bank  had  established  correspondent  relations  with  about  300 
Western  banks. 

International  Investment  Bank  (IIB). — IIB  began  operations  in  1971. 
It  uses  the  transferable  ruble  as  a  unit  of  account.  IIB  provides  medium- 
term  (5  year)  and  long-term  (to  15  years)  financing  for  investment  proj- 
ects in  member  countries  for  the  development  of  natural  resources,  heavy 
industry,  power  generation,  and  transportation.  The  borrower  of  IIB 
funds  is  usually  required  to  finance  part  of  the  project  cost  with  his  own 
funds.  The  bank  also  provides  modest  amounts  of  East-West  trade 
financing  to  member  countries,  usually  in  relation  to  investment  or  de- 
velopment projects  located  within  the  region. 

Like  IBEC,  IIB  has  established  relations  with  some  Western  banks. 


CMEA  BANKS 

International  Bank  for  Economic  Cooperation 
15  Kuznetski  Most 
103031  Moscow  K-31 
U.S.S.R. 

Tel:  228-9906 
Telex:  75  91/2/3  SU 

International  Investment  Bank 
Preshensky  Val.  17 
D-22  Moscow 
U.S.S.R. 

Tel:  252-3022 
Telex:  7558,  5594 
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It  engages  in  convertible  currency  transactions  which  enable  it  to  help 
member  countries  finance  imports  from  Western  countries  required  for 
development  projects. 

The  lending  funds  of  both  CMEA  banks  include  paid-in  capital,  de- 
posits and  special  funds  of  member  countries,  and  funds  obtained  by 
floating  loans  on  international  money  and  capital  markets,  particularly 
on  the  Eurocurrency  markets.  Publicized  Eurocurrency  credits  to  the 
CMEA  banks  have  usually  been  medium-term  (table  2.1),  with  spreads 
ranging  between  7/16  to  \lA%  over  the  6-month  London  inter-bank 
offered  rate  (LIBOR). 
While  neither  of  the  CMEA  banks  has  undertaken  to  serve  as  guaran- 
tor for  credits  borrowed  by  the  banks  of  member  countries,  there  is  no 
legal  prohibition  in  their  charters  which  would  prevent  their  doing  so. 

COMMERCIAL  BANKS 

United  States 

The  large  commercial  banks  are  the  most  important  Western  institu- 
tions involved  in  financing  East-West  trade,  both  in  the  United  States 
and  in  Western  Europe.  The  headquarters  of  the  international  depart- 
ments of  some  U.S.  commercial  banks  "are  presently  relocating  to  the 
world's  financial  centers,  such  as  London  or  Frankfurt/Main,  where 
they  will  be  closer  to  the  markets  in  which  they  operate. 

In  the  United  States,  the  commercial  banks  provide  most  of  the  short- 
term  (to  1  year)  and  medium-term  (1  to  5  years)  financing  of  East- 
West  trade,  with  both  supplier's  and  buyer's  credits.  The  commercial 
banks  generally  limit  themselves  to  short-  and  medium-term  export 
financing. 

Long-term  export  financing  for  U.S.  trade  with  Poland  and  Romania 
is  extended  by  the  Export-Import  Bank  of  the  United  States  (Eximbank) 
with  participation  of  commercial  banks,  on  a  case-by-case  basis,  as  dis- 
cussed on  pages  54-59.  For  the  U.S.S.R.  and  the  other  East  European 
countries,  Eximbank  financing  for  U.S.  exports  is  not  at  present  avail- 
able. Thus,  long-term  export  credits  for  those  countries  in  which  Exim- 
bank does  not  have  a  program  must  come  from  other  sources,  primarily 
European.  For  example,  a  U.S.  commercial  bank  on  behalf  of  a  client 
might  arrange  long-term  export  financing  through  a  syndication  with 
various  European  banks  or  financial  entities.  In  very  large  or  expensive 
purchases  such  as  turnkey  plants,  the  necessary  funds  are  increasingly 
raised  by  banking  consortia  and  granted  as  financial  credits  to  the  rele- 
vant socialist  Foreign  Trade  Bank. 

Regional  Banks. — In  addition  to  the  large  U.S.  commercial  banks 
with  their  specialized  international  departments,  a  number  of  U.S.  re- 
gional banks  have  recently  become  involved  in  East-West  trade  financing, 
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usually  through  participation  in  a  syndication  led  by  one  of  the  large 
commercial  banks  with  which  the  regional  bank  has  a  correspondent  re- 
lationship. A  regional  bank  on  occasion  may  become  involved  in  East- 
West  trade  financing  on  behalf  of  a  local  client  who  needs  financing  for 
his  trade  with  one  or  more  of  the  socialist  countries.  In  such  instances, 
the  regional  bank  will  usually  seek  the  technical  assistance  and  often 
the  financial  participation  of  one  of  its  large  correspondent  banks  which 
is  familiar  with  East- West  trade  financing  practices  and  which  probably 
has  already  established  a  correspondent  relationship  with  the  appropriate 
socialist  Foreign  Trade  Bank.  However,  increasing  numbers  of  U.S.  re- 
gional banks  are  becoming  involved  in  financing  East- West  trade  directly. 
They  also  are  establishing  correspondent  relationships  with  various  For- 
eign Trade  Banks. 

Nevertheless,  the  pool  of  loanable  funds  available  from  the  regional 
banks  for  financing  East-West  trade  is  shallow  when  compared  with  the 
pool  of  funds  from  the  money-center  banks.  Most  of  the  more  than 
14,000  commercial  banks  in  the  United  States  are  small  regional  banks 
serving  the  needs  of  local  firms,  merchants,  and  farmers.  The  majority 
of  these  banks  do  not  have  the  financial  resources,  the  staff,  or  the  desire 
for  more  than  occasional  and  limited  involvement  in  East-West  trade 
financing. 

The  U.S.  businessman  seeking  East-West  trade  financing  should  start 
with  his  local  bank.  His  local  bank  will  in  many  instances  then  refer 
him  to  one  of  its  large  correspondent  banks  which  is  active  in  financing 
East- West  trade. 

Legal  Lending  Limit. — All  U.S.  commercial  banks  are  subject  to  a 
legal  lending  limit  in  their  transactions.  With  respect  to  U.S.  national 
banking  associations,  12  U.S.C.  Sec.  84  prohibits,  with  certain  excep- 
tions, such  banks  from  extending  funds  to  any  person,  copartnership, 
association,  or  corporation  in  excess  of  10%  of  the  bank's  capital  stock 
actually  paid  in  and  unimpaired  and  10%  of  its  unimpaired  surplus 
fund.  However,  if  a  loan  is  secured  by  direct  obligations  of  the  United 
States,  or  if  the  transaction  is  guaranteed  both  as  to  principal  and  interest 
by  the  United  States,  the  obligation  will  not  be  subject  to  the  legal 
lending  limitation.  Thus,  if  Eximbank  guarantees  a  transaction,  the  obli- 
gation is  considered  one  of  the  U.S.  Government,  and  is,  therefore,  not 
subject  to  the  limitation  (12  C.F.R.  Part  6). 

The  socialist  country  governments  consider  the  Foreign  Trade  Or- 
ganizations (FTOs)  and  certain  exporting  enterprises  and  industry  asso- 
ciations as  independent  juridical  persons  authorized  by  them  to  receive 
credits  from  foreign  banks  for  financing  purchases  from  abroad.  The  U.S. 
lending  limit  does  not  require  that  loans  and  credits  to  the  various  bor- 
rowers in  a  country  be  combined  and  treated  as  a  single  loan.  Therefore, 
the  relevant  importing  entities  in  the  socialist  country,  usually  FTOs, 
may  be  considered  eligible  for  individual  extensions  of  credit  if  their 
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separate  legal  and  accounting  status  and  independent  sources  of  funds 
with  which  to  repay  their  debts  can  be  established. 

However,  the  Foreign  Trade  Banks,  and  for  Hungary  the  National 
Bank,  have  so  far  served  as  the  only  socialist  borrowers  receiving  export 
credits  from  U.S.  commercial  banks. 

The  two  banks  of  the  Council  for  Mutual  Economic  Assistance 
(CMEA),  the  International  Bank  for  Economic  Cooperation  (IBEC)  and 
the  International  Investment  Bank  (IIB),  may  also  be  considered  eligible 
for  separate  lines  of  credit  if  it  can  be  established  that  they  meet  the 
criteria  of  separate  legal  and  accounting  status  and  independent  sources 
of  funds  with  which  to  repay  their  debts. 

For  U.S.  state-chartered  banks,  the  exact  limit  on  lending  to  a  single 
borrower  differs  from  state  to  state  and  may  vary  somewhat  from  the 
lending  limit  applied  to  U.S.  national  banking  associations.8  Nonetheless, 
the  concept  remains  the  same. 

Overseas  Branches  and  Subsidiaries. — A  number  of  U.S.  commercial 
banks  have  established  branches  and  subsidiaries  in  various  foreign 
cities,  and  especially  in  the  international  financial  centers.  The  branches 
and  subsidiaries  most  active  in  East-West  trade  financing,  either  on  behalf 
of  the  U.S.  parent  or  on  their  own  account,  are  located  in  financial 
centers  such  as  London,  Paris,  and  Frankfurt/Main,  or  in  East-West 
trade  centers  such  as  Vienna. 

Direct  and  substantial  East-West  trade  financing  for  U.S.  clients  is  a 
comparatively  recent  activity  for  many  U.S.  banks.  Branches  of  U.S. 
banks  in  Europe  generally  have  only  a  few  officers  specializing  in  East- 
West  trade.  While  Eurocurrency  financing  is  usually  decided  in  Europe, 
frequently  in  London  or  Frankfurt /Main,  the  overseas  branch  often 
leaves  to  the  larger  staff  of  the  parent  bank  in  the  United  States  much 
of  the  technical  and  financial  analysis  necessary  before  the  bank  will 
provide  project  credits  for  an  East-West  trade  transaction. 

Because  such  financing  is  included  in  the  parent  bank's  total  commit- 
ments, the  overseas  branch  sometimes  cannot  evaluate  how  a  given  East- 
West  financing  proposal  will  fit  into  the  current  overall  position  of  the 
bank,  nor  how  the  proposal  will  affect  the  parent  bank's  lending  limit 
position  with  regard  to  a  particular  socialist  country  borrower.  Therefore, 
the  U.S.  parent  often  makes  the  final  decision  on  the  proposal,  even 
though  the  overseas  branch  may  provide  information  essential  to  the 
U.S.  parent's  analysis  of  a  specific  East-West  trade  transaction. 

For  U.S.  firms  involved  in  East-West  trade,  especially  those  with 
branches  or  subsidiaries  abroad,  the  U.S.  banks  overseas  as  well  as  the 
parent  bank  can  render  substantial  assistance  in  helping  the  exporter  de- 
velop a  financing  package  for  use  in  contract  negotiations  with  a  Soviet 
or  East  European  buyer. 


8  It    is    therefore    advisable    for    a    bank    to    verify    its    exact    lending   limit    with    its    own    legal 
counsel  when  engaging  in  East-West  trade. 

16 


For  example,  the  bank  can  indicate  how  current  money  and  capital 
market  conditions  will  affect  the  supply  of  funds  available  to  the  exporter, 
provide  general  information  about  the  range  of  interest  rates  and  spreads 
being  charged  in  trade  with  a  particular  socialist  country  and,  if  the 
transaction  is  a  large  one,  arrange  for  and/or  participate  in  a  syndica- 
tion with  other  commercial  banks. 

Although  only  occasionally  of  interest  to  businessmen  seeking  export 
credits,  the  distinction  between  branches  and  subsidiaries  of  U.S.  banks 
overseas  can  be  of  importance  to  the  exporter  arranging  East-West  trade 
financing.  While  foreign  branches  of  U.S.  banks  are  extensions  of  the 
U.S.  parent  and  must  therefore  adhere  to  U.S.  banking  regulations, 
partially  or  wholly  owned  subsidiaries  of  U.S.  banks  are  chartered  under 
host  country  laws  as  domestic  banks  and  thus  customarily  provide  East- 
West  trade  financing  according  to  the  banking  regulations  and  practices 
established  in  the  particular  host  country.  This  affects  the  availability 
and  amount  of  funds  for  East-West  trade  financing,  interest  rates,  bank 
accessibility  to  host  government  export  credit  programs  and  rediscount 
facilities,9  and  so  forth. 

Commercial  Bank  Branch  in  Romania. — Romania  is  the  only  socialist 
country  which  permits  a  foreign  bank  branch  to  operate  within  its  terri- 
tory. Manufacturers  Hanover  Trust  Company  of  New  York  established 
a  branch  in  Bucharest  in  1974,  and  is  the  only  Western  bank  authorized 
to  offer  commercial  banking  services  in  the  socialist  countries.  All  foreign 
exchange  activities  of  the  Manufacturers  Hanover  branch  are  conducted 
under  the  supervision  of  the  Romanian  Foreign  Trade  Bank. 

The  major  function  of  the  branch  is  to  provide  short-  and  medium- 
term  credits  at  market  rates  of  interest  to  support  East-West  trade.  The 
branch  also  extends  medium-  and  long-term  financing  for  Romanian 
joint  ventures  with  Western  partners.  It  raises  funds  and  extends  East- 
West  trade  credits  in  convertible  currencies.  It  does  not  extend  credits  in 
Romanian  lei.  (All  transactions  involving  lei  are  handled  by  the  Ro- 
manian Foreign  Trade  Bank.)  The  branch  advises  letters  of  credit  issued 
by  the  Romanian  Foreign  Trade  Bank,  and  opens,  confirms,  and  advises 
letters  of  credit  for  Romanian  exports  to  the  West.  It  also  processes  docu- 
mentary collections. 

The  Manufacturers  Hanover  branch  is  active  not  only  in  the  intra- 
Comecon  money  market  among  the  various  Foreign  Trade  Banks,  but 
also  provides  the  Foreign  Trade  Banks  with  additional  access  to  Euro- 
currency markets  in  the  West  in  which  the  Foreign  Trade  Banks  are  both 
depositors  and  takers  of  various  hard  currencies,  including  U.S.  dollars, 
Deutschmarks,  and  Swiss  francs.  The  branch  also  accepts  hard  cur- 
rency deposits  from  Western  customers  not  resident  in  Romania,  and 
transfers  money  to  and  from  Romania. 


9  For    discussion    of    government-supported    export    credit    and    guarantee    programs    and    redis- 
count facilities,  see  pages  50-69. 
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Beginning  in  August,  1975,  a  cash  window  operated  by  the  Ro- 
manian Foreign  Trade  Bank  and  located  on  the 'premises  of  the  Manu- 
facturers Hanover  branch  will  cash  checks  and  exchange  hard  currency 
for  lei. 

In  addition,  the  branch  offers  information  and  assistance  similar  to 
that  of  representative  offices  maintained  by  other  Western  commercial 
banks  in  the  socialist  countries. 

Representative  Offices  in  Socialist  Countries. — Several  U.S.  banks  in- 
volved in  East-West  trade  financing  have  established  representative  offices 
in  the  Soviet  Union  or  Eastern  Europe.1"  The  representative  offices  usu- 
ally concentrate  on  assisting  their  Western  customers  in  doing  business 
in  a  state-trading  economy.  They  provide  on-the-spot  information  about 
socialist  country  conditions  and  financing  practices  as  well  as  help  in 
working  with  the  socialist  FTOs.  The  representative  offices  help  FTOs 
and  other  socialist  exporting  entities  to  sell  in  the  West.  For  example,  the 
representative  offices  check  on  the  market  for  raw  materials  and  forward 
credit  reports  on  U.S.  companies  interested  in  importing  socialist  country 
goods.  The  representative  offices  also  try  to  assist  the  FTOs  in  financing 
imports  from  the  West.  However,  the  representative  offices  are  not  per- 
mitted under  U.S.  banking  laws  to  engage  in  actual  banking. 

A  number  of  West  European  banks,  such  as  those  in  Austria,  France, 
Germany,  Italy,  and  the  United  Kingdom,  have  also  established  repre- 
sentative offices  in  the  socialist  countries. 

Western  Europe  and  Japan 

U.S.  firms  seeking  East-West  trade  financing  can  tap  the  resources 
available  from  West  European  commercial  banks  with  the  assistance 
of  their  U.S.  bank  through  one  of  their  bank's  correspondents  in  Western 
Europe,  or  directly.  Many  U.S.  corporations  with  branches  or  subsidi- 
aries located  in  a  West  European  country  often  deal  directly  with  a 
local  host  country  bank  in  addition  to  maintaining  their  relationships 
with  U.S.  banks. 

The  commercial  banking  system  in  Western  Europe  and  Japan  differs 
substantially  in  many  respects  from  that  of  the  United  States,  particu- 
larly in  the  area  of  export  financing,  including  East-West  trade  credits. 
One  major  difference  is  that  in  most  European  countries  commercial 
banks  readily  finance  long-term  export  transactions,  whereas  in  the 
United  States  commercial  banks  customarily  provide  only  short-  and 
medium-term  export  financing.  Long-term  export  credits  are  provided  by 
the  Export-Import  Bank  of  the  United  States  (Eximbank)  for  U.S.  ex- 
ports  to    Poland   and   Romania.   At   present,   Eximbank  financing   and 


10  For   a   list   of   U.S.    and   West    European   banks  with    representative   offices   in   Socialist   coun- 
tries see  pages  19-20. 
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WESTERN    BANKS    WITH   REPRESENTATIVE   OFFICES   OR 
BRANCH  IN  THE  SOCIALIST  COUNTRIES 

(September  1975) 

BULGARIA  (Sophia) 

Italy: 

Banco  di  Napoli 

GERMAN  DEMOCRATIC  REPUBLIC  (East  Berlin) 

France: 

Credit  Lyonnais 
Societe  Generate 

Italy: 

Banca  Commerciale  Italiana 

HUNGARY  (Budapest) 

Austria: 

Creditanstalt  Bankverein 

United  States: 
Citibank  of  New  York 

(accredited  but  not  yet  resident) 

POLAND  (Warsaw) 

France: 

Banque  Nationale  de  Paris 
Credit  Industriel  et  Commercial 

Italy: 

Banca  Commerciale  Italiana 

United  States: 

First  National  Bank  of  Chicago 

ROMANIA  (Bucharest) 

United  States: 

Manufacturers  Hanover  Trust  Company  of  New  York 
(Branch  Office) 

SOVIET  UNION  (Moscow) 

Federal  Republic  of  Germany: 

Commerzbank  (accredited  but  not  yet  resident) 
Deutsche  Bank 
Dresdner  Bank 

Finland: 

Kansallis  Osake  Pankki 
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Western  Banks  in  Socialist  Countries — Continued 

France: 

Banque  de  Paris  et  des  Pays-Bas  (Parisbas) 
Banque  Nationale  de  Paris 
Credit  Lyonnais 
Societe  Generate 
Italy: 

Banca  Commerciale  Italiana 
accredited  but  not  yet  resident: 
Banco  di  Napoli 
Banco  di  Roma 
Credito  Italiano 
Norway: 

Nordiska  Foreninstanken 

(accredited  but  not  yet  resident) 
Sweden: 

Svenska  Handelsbanken 
United  Kingdom: 
Barclays  Tozer  Ltd. 
National  Westminster 

accredited  but  not  yet  resident: 
Lloyds  Bank  International 
Midland  Bank 

United  States: 
Bank  of  America 
Chase  Manhattan  Bank,  N.A. 
Citibank  of  New  York 

guarantee  programs  are  not  available  for  trade  to  the  U.S.S.R.,  the  other 
countries  of  Eastern  Europe  or  to  the   People's  Republic  of  China.11 

In  the  United  Kingdom,  France  and  the  Federal  Republic  of  Germany, 
the  commercial  banks  extend  East-West  trade  credits  for  short-,  medium-, 
and  long-term  maturities.  However,  the  mechanism  for  rediscounting 
medium-  and  long-term  export  credits  with  government  agencies  differs 
from  country  to  country. 

By  contrast,  the  commercial  banking  systems  of  Italy  and  Japan  pro- 
vide short-term  export  credits  for  East-West  trade  and  leave  the  medium- 
and  long-term  export  financing  to  quasi-public  and/or  government  in- 
stitutions. 

Soviet-owned  Banks  in  the  West. — The  Soviet  Union  wholly  owns  six 
banks  in  Western  Europe:  Moscow  Narodny  Bank,  Ltd.,  in  London, 
established  1919,  with  branches  in  Beirut  and  Singapore;  Banque  Com- 


11  See  page  53   for  discussion  of  U.S.  legislation  dealing  with  East-West  trade. 
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merciale  pour  l'Europe  du  Nord  (Eurobank)  in  Paris,  acquired  1925; 
Wozchod  Handelsbank  A.G.  in  Zurich,  established  1966;  Ost-West  Han- 
delsbank  A.G.  in  Frankfurt /Main,  established  in  1972;  and  Donaubank 
in  Vienna,  established  1974.  The  stock  capital  of  these  banks  is  held  by 
Gosbank,  Vneshtorgbank,  and  various  Soviet  FTOs.  Shareholders  of  the 
sixth  bank,  the  East-West  United  Bank,  S.A.,  established  in  Luxemburg 
in  1974,  also  include  all  major  Soviet  banks  active  outside  the  U.S.S.R., 
as  well  as  the  Bank  Russo-Iran  in  Teheran,  established  in  1923. 

Source  of  Funds. — The  banks  derive  most  of  their  funds  from  sources 
external  to  the  Soviet  Union.  As  fully  chartered  deposit  and  credit  insti- 
tutions under  the  laws  of  their  host  countries,  these  Soviet  banks  over  the 
years  have  attracted  growing  amounts  of  deposits  in  various  currencies. 
They  collect  funds  on  current  and  deposit  accounts  from  both  domestic 
and  foreign  banks,  including  the  Foreign  Trade  Banks  of  the  socialist 
countries.  Moscow  Narodny  Bank  and  Eurobank  in  particular  serve  as 
collection  and  payments  agents  for  official  foreign  trade  and  banking 
organizations. 

Services. — The  Soviet  banks  in  the  West  provide  many  commercial 
banking  services  similar  to  those  offered  by  any  large  Western  bank 
handling  international  payments.  For  example,  among  its  services  Ost- 
West  Handelsbank  A.G.  in  Frankfurt/Main  operates  current  accounts, 
accepts  time  deposits  at  market  conditions,  and  opens,  confirms,  and 
advises  letters  of  credit.  Wozchod  Handelsbank  A.G.  in  Zurich  provides 
commercial  banking  services  but  does  not  accept  savings  deposits.  Mos- 
cow Narodny  Bank  in  London  also  handles  a  large  volume  of  docu- 
mentary credits,  primarily  for  the  Soviet  Union. 

Soviet  banks  in  the  West  have  on  occasion  made  local  loans  and 
participated  in  local  enterprises.  They  have  also  purchased  Western 
government  gilt-edged  securities  and  municipal  bonds. 

As  commercial  banks,  they  feel  that  to  some  extent  they  have  an 
advantage  over  most  other  Western  banks  in  view  of  their  contacts  with 
socialist  ministries,  FTOs  and  other  socialist  entities  involved  in  East- 
West  trade.  Many  of  these  socialist  organizations  are,  after  all,  stock- 
holders of  the  Soviet  banks  in  the  West. 

Foreign  Exchange  Operations. — On  behalf  of  the  socialist  country 
banks  as  well  as  on  their  own  account,  Soviet  banks  in  the  West  engage 
in  various  operations  in  convertible  currencies,  including  Eurodollars — 
dollars  held  outside  the  United  States.  Moscow  Narodny  Bank,  Euro- 
bank, Wozchod  Handelsbank  A.G.,  and  Ost-West  Handelsbank  A.G.  have 
become  important  dealers  in  the  international  monetary,  exchange,  and 
bond  markets,  especially  the  Eurocurrency  markets.  Moscow  Narodny 
Bank  is  credited  with  being  one  of  the  founders  of  the  Eurodollar  market 
in  the  late  1950s,  and  remains  quite  active  in  operations  with  Eurodollar 
certificates  of  deposit.  The  Soviet  banks  in  the  West  serve  as  agents  for 
gold  sales  by  the  U.S.S.R. 
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East-  West  Trade  Financing. — The  major  focus  of  the  Soviet  banks 
in  the  West  is  financing  East-West  trade.  The  banks  handle  transactions 
involving  short-  and  medium-term  financing  of  trade  with  the  socialist 
countries. 

Western  exporters  of  plant  and  equipment  cannot  always  obtain  from 
their  own  government-supported  export  credit  programs  the  entire  amount 
of  medium-term  financing  needed.  Soviet  banks  in  the  West  often  finance 
the  remaining  uncovered  5  to  20%,  while  smaller  export  transactions 
may  be  financed  completely  by  them.  In  such  transactions,  interest  rates 
are  determined  case-by-case.  For  example,  Ost-West  Handelsbank  usu- 
ally charges  a  specific  spread  above  the  Deutsche  Bundesbank's  discount 
rate.  If  the  bank's  own  resources  are  insufficient  for  financing  a  specific 
transaction,  it  will  often  form  a  consortium  with  other  Soviet  banks  in 
the  West  or  with  other  Western  banks.  The  Soviet  banks  in  the  West 
have  managed  several  financing  consortia  for  sales  to  socialist  countries 
and  have  acted  as  joint  managers  of  other  international  banking  syndi- 
cations. 

Credit  Insurance  and  Guarantees. — For  transactions  with  the  socialist 
countries,  these  banks  do  not  insist  upon  Western  export  credit  insurance 
which  is  generally  required  by  other  Western  commercial  banks  for  export 
credits.  Instead,  a  guarantee  from  the  relevant  Foreign  Trade  Bank  is 
sufficient. 

Soviet  banks  in  the  West  can  also  provide  guarantees  for  bills  of  ex- 
change drawn  by  Western  exporters  to  a  socialist  country  and  for  the 
acceptance  of  commercial  paper  issuing  from  the  various  FTOs  or  other 
socialist  exporting  entities.  Such  guarantees  are  made  either  by  an  en- 
dorsement on  the  bills  or  by  a  separate  payment  guarantee. 

United  Kingdom. — In  the  United  Kingdom;  export  financing  for 
purchases  of  capital  goods  in  Britain  is  carried  out  as  part  of  regular 
banking  business.  British  banks  most  heavily  involved  in  East- West  trade 
financing  fall  into  two  broad  categories — clearing  banks  and  merchant 
banks.  Often  a  large  British  bank  can  serve  in  either  capacity,  depending 
on  the  requirements  of  the  transaction  being  financed. 

Large  London  clearing  banks  most  heavily  involved  in  East-West  trade 
financing  include  Lloyds,  Barclays,  Midland,  and  National  Westminster. 
They  provide  short-  and  medium-term  East-West  trade  financing  on 
their  own  account,  and  medium-  and  long-term  financing  on  a  case-by- 
case  basis  with  Export  Credits  Guarantee  Department  (ECGD)  cover.12 
Merchant  banks  act  as  financing  intermediaries  in  medium-  and  large- 
scale  projects.  On  occasion  they  may  also  be  able  to  provide  some  portion 
of  the  financing  required,  but  are  not  eligible  to  participate  in  ECGD's 
fixed-rate  financing  program. 

Lines  of  Credit. — In  addition  to  regular  East-West  trade  financing, 
a  British  bank  may  also  extend  a  line  of  credit  for  sterling  loans  to  a 


For  a  discussion  of   ECGD  programs,   see  pages  23,  41-42,  60,   and  78-79. 
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socialist  government  or  government  agency.  The  purpose  of  such  lines 
of  credit  has  been  to  facilitate  financing  of  orders  placed  in  Britain  for 
export  of  capital  goods  and  associated  services.  While  the  ECGD  often 
takes  a  leading  part  in  negotiations  setting  up  these  lines  of  credit,  the 
individual  loans  extended  under  a  line  of  credit  may  be  negotiated  either 
by  a  major  clearing  bank  or  by  the  ECGD.  The  individual  loans  are 
guaranteed  by  the  ECGD.  Individual  contracts  to  be  financed  under  a  line 
of  credit  must  be  approved  by  the  foreign  government  and  the  ECGD 
before  they  can  be  signed. 

The  maturity  of  the  credit  and  the  goods  or  projects  for  which  the 
credit  is  extended  are  specified  in  the  loan  agreement.  Customary  terms 
require  the  buyer  to  pay  at  least  20%  of  the  contract  price  directly  to 
the  supplier.  This  includes  an  acceptable  downpayment  made  on  signing 
the  contract.  The  line  of  credit  usually  covers  80%  of  the  contract  price 
at  a  fixed  rate  of  interest. 

The  final  date  for  entering  into  contracts  under  a  specific  line  of  credit 
varies.  Information  on  currently  available  lines  of  credit  can  be  obtained 
from  the  ECGD  in  London  or  from  the  British  bank  concerned. 

Under  this  ECGD  program,  British  banks  have  extended  lines  of  credit 
to  Bulgaria,  the  German  Democratic  Republic,  Poland,  Romania,  and 
the  Soviet  Union. 

France. — In  France  a  few  large  commercial  and  investment  banks 
provide  the  bulk  of  export  credits  for  East-West  trade  as  a  part  of  regu- 
lar French  export  financing.  The  banks  provide  East-West  trade  financing 
directly  on  their  own  account  and  also  as  intermediaries  with  certain 
public  and  quasi-public  financial  institutions.  Contracting  French  banks 
involved  in  East- West  trade  which  act  as  intermediaries  include  the  Credit 
Lyonnais  and  the  Societe  Generate,  both  large  nationalized  banks,  as 
well  as  the  Credit  Commercial  de  France,  the  Banque  de  Paris  et  des 
Pays-Bas,  and  the  Banque  de  Suez. 

Commercial  banks  frequently  provide  short-term  (to  2  years)  export 
financing  on  the  basis  of  discountable  paper — commercial  bills  or  promis- 
sory notes.  For  East-West  trade  the  contracting  commercial  banks  pro- 
vide short-term  financing,  usually  although  not  necessarily  with  insurance 
coverage  by  Compagnie  Franchise  d' Assurance  pour  le  Commerce  Ex- 
terieur  (COFACE),  a  quasi-public  institution  under  the  supervision  of 
the  French  Government.13  COFACE  coverage  is  not  required  for  short- 
term  export  credits  in  East-West  trade. 

As  a  result  of  a  1971  general  export  financing  agreement  among  par- 
ticipating French  banks,  the  Banque  de  France  (the  central  bank),  the 
Banque  Franchise  du  Commerce  Exterieur  (BFCE),14  and  the  French 
Treasury,  medium-  and  long-term  export  financing  is  usually  a  blend  of 
commercial  bank  credit,  central  bank  credit,  borrowings  on  the  financial 


13  For  a  discussion  of  COFACE,  see  pages  24,  42,  61-62,  and  79-80. 

14  For  a  discussion  of  BFCE,  see  pages  60-62. 
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markets,  and  funds  obtained  directly  from  the  French  Treasury.  These 
funds  are  provided  to  the  French  exporter  through  one  of  the  partici- 
pating banks. 

On  their  own  account,  French  banks  active  in  East-West  may  provide 
medium-term  (2  to  7  years)  export  credits  and  the  medium-term  por- 
tion (7  years  or  less)  of  long-term  credits.  They  may  also  raise  funds 
for  East-West  trade  financing  on  the  French  or  external  capital  markets, 
including  the  Eurocurrency  and  Eurobond  markets. 

Long-term  East-West  trade  financing  for  transactions  in  excess  of  7 
years  is  provided  by  the  BFCE,  primarily  through  the  commercial  banks 
acting  as  intermediaries  between  the  French  exporter  and  the  BFCE. 
The  BFCE  raises  funds  on  the  French  or  external  capital  markets  with 
the  French  Government's  guarantee  or  borrows  directly  from  the  French 
Treasury.  Medium-  and  long-term  export  credits  in  East-West  trade  must 
be  insured  with  COFACE. 

The  businessman  seeking  to  finance  French  exports  to  a  socialist 
country  with  French  Government  support  usually  deals  directly  only 
with  one  of  the  contracting  French  banks  (although  the  banking  com- 
munity at  large  usually  participates  in  the  export  credit)  and  then  with 
COFACE.  With  an  insurance  policy  from  COFACE,  the  contracting 
bank  may  and  frequently  does  rediscount  its  eligible  export  paper  with 
the  Banque  de  France  through  the  BFCE. 

Certain  other  banks  in  France,  such  as  the  Soviet-owned  Banque  Com- 
merciale  pour  1'Europe  du  Nord  (Eurobank),  also  provide  East- West 
trade   financing,   usually   short-   and   medium-term   credits. 

For  a  discussion  of  East-West  trade  financing  by  Amreican  banks 
overseas,  see  "U.S.  Commercial  Banks:  Overseas  Branches  and  Sub- 
sidiaries," pages  16-18. 

Federal  Republic  of  Germany. — In  the  Federal  Republic  of  Germany 
(West  Germany),  the  large  commercial  banks  provide  export  credits 
for  East-West  trade  as  a  part  of  their  regular  international  banking  ac- 
tivities. Among  the  commercial  banks  most  heavily  involved  in  East-West 
trade  financing  are  the  "Big  Three"  of  German  banking — Deutsche 
Bank  and  Dresdner  Bank,  both  of  Frankfurt /Main,  and  Commerzbank 
of  Diisseldorf — as  well  as  a  fourth,  Bank  fur  Gemeinwirtschaft,  also 
of  Frankfurt.  German  commercial  banks  provide  East-West  credits  for 
all  maturities  customary  in  international  trade  for  the  products  con- 
cerned. They  utilize  the  German  capital  markets  and  the  Eurocurrency 
markets  as  sources  of  funds. 

The  banks  customarily  extend  short-term  (to  1  year)  export  credits 
on  the  basis  of  commercial  bills  or  promissory  notes.  German  commercial 
banks  also  provide  short-term  bank-to-bank  credits  to  the  Foreign  Trade 
Banks  and  other  socialist  country  banks  authorized  to  deal  in  foreign 
exchange  with  whom  they  have  correspondent  relationships.  The  repay- 
ment period  for  these  bank-to-bank  credits  is  customarily  180  days,  while, 
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exceptionally,  it  may  be  as  long  as  360  days.  Guarantees  are  not  granted 
for  such  credits. 

Although  medium-term  export  credits  extended  by  the  commercial 
banks  carry  maturities  of  1  to  5  years,  they  are  frequently  limited  to 
2  or  3  years. 

German  government-supported  guarantees  are  rarely  sought  in  East- 
West  trade  for  short-  and  medium-term  acceptance  credits  with  maturities 
of  up  to  2  or  3  years.  However,  the  Western  exporter  occasionally  takes 
out  insurance  on  such  acceptance  credits  with  one  of  the  Soviet-owned 
insurance  companies  in  the  West,  such  as  Garant-Versicherungs  A.G.  in 
Vienna  or  Black  Sea  and  Baltic  Company  Ltd.  in  London. 

The  Soviet  Foreign  Insurance  Company  Ingosstrakh  in  Moscow  or  its 
counterpart  Darag  in  East  Berlin  also  provide  credit  insurance  on  East- 
West  acceptance  credits. 

Medium-term  and  some  long-term  East-West  trade  financing  for  pur- 
chases of  German  capital  goods  is  also  provided  by  the  Ausfuhrkredit- 
Gesellschaft  mbH,  a  private  consortium  of  German  banks,  as  well  as  by 
the  commercial  banks  outside  of  the  consortium.  Some  Swiss  and  Aus- 
trian commercial  banks  also  provide  financing  for  West  German  exports 
to  selected  East  European  countries. 

Ausjuhrkredit-Gesellschajt  mbH.  —  The  Ausfuhrkredit-Gesellschaft 
mbH  (AKA)  is  a  private  corporation  consisting  of  the  four  commercial 
banks  mentioned  above  and  nearly  50  private  banking  houses,  regional 
banks,  and  the  regional  institutions  of  the  savings  banks  system  (Landes- 
banken  Girozentralen).  Approximately  a  quarter  of  the  AKA  shareholder 
banks  are  headquartered  in  Frankfurt-Main.  AKA  members  banks  often 
provide  East-West  trade  credits  directly  on  their  own  account  as  well  as 
through  the  AKA. 

The  AKA  advances  export  credit  from  three  credit  lines,  Plafond  A, 
Plafond  B  and  Plafond  C.  Plafond  A  and  on  occasion  Plafond  B  funds 
comprise  the  primary  sources  of  AKA  financing  for  East-West  trade. 
Member  banks  make  funds  available  to  the  AKA  for  Plafond  A  sup- 
plier credits.  Plafond  B  is  a  discount  facility  granted  to  German  exporters 
through  the  AKA  by  the  German  central  bank,  the  Deutsche  Bundesbank. 
AKA  member  bank  funds  for  Plafond  C  buyer  credits  normally  are 
not  available  for  financing  East-West  trade. 

The  German  exporter  applies  for  AKA  financing  through  his  commer- 
cial bank  which  forwards  his  credit  application  to  the  AKA  Export 
Credit  Committee  for  examination  and  approval.  The  Credit  Committee 
also  determines  which  credit  line  will  be  used  to  finance  a  given  East- 
West  trade  transaction.  Its  decision  is  generally  influenced  by  the  bal- 
ance remaining  in  each  credit  line.  Plafond  A  has  a  ceiling  of  DM  4 
billion.15  However,  commitments  may  exceed  this  amount  by  DM  2  bil- 


15  About  $1.58  billion  at  the  February  11,  1976,  spot  rate  of  exchange. 
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lion.16  Plafond  B  has  a  ceiling  of  DM  3  billion.17  The  AKA  requires 
German  government-supported  insurance  for  export  credits  with  maturi- 
ties of  more  than  2  years.  Hermes-Kreditversicherungs  A.G.  (Hermes), l* 
acting  as  agent  for  the  government,  provides  this  cover.  About  80  to  90% 
of  East-West  trade  financing  by  the  AKA  is  insured. 

Only  member  banks  of  the  AKA  may  grant  East-West  trade  financing 
under  Plafond  A.  Since  no  German  subsidiaries  of  U.S.  banks  are  mem- 
bers of  the  AKA,  the  U.S.  businessman  seeking  such  AKA  financing  for 
his  German  exports  must  apply  to  the  AKA  through  a  member  bank. 
However,  any  U.S.  banking  subsidiary  chartered  under  German  law  is 
considered  a  German  bank  and  may  therefore  grant  financing  under  the 
AKA's  Plafond  B  discount  facility.  Although  financing  under  Plafond 
B  is  made  available  primarily  for  large  export  credits  to  developing 
countries,  it  is  also  used  for  financing  exports  to  other  countries,  including 
the  Soviet  Union  and  Eastern  Europe.19 

Gesellschaft  zur  Finanzierung  von  lndustheanlagen  mbH. — The 
Gesellschaft  zur  Finanzierung  von  Industrieanlagen  mbH  (GeFi)  of 
Frankfurt/Main  provides  financing  specifically  for  exports  to  the  German 
Democratic  Republic  (GDR — East  Germany).  Since  the  Federal  Re- 
public does  not  consider  the  GDR  to  be  a  "foreign  country,"  trade 
transactions  with  the  GDR  are  regarded  as  "inter-zonal"  trade  rather 
than  as  "foreign"  trade.  Such  inter-zonal  trade  cannot  be  financed  by  the 
AKA  or  the  Kreditanstalt  fur  Wiederaufbau  (KfW).20 

Although  technically  a  separate  institution,  the  GeFi  is  under  the 
administrative  umbrella  of  the  AKA  and  has  the  same  member  banks. 
The  GeFi  advances  export  credit  from  two  funds  of  DM  150  million-1 
each:  Plafond  I  is  provided  by  the  GeFi  member  banks,  and  Plafond 
II  is  a  rediscount  line  provided  by  the  Bundesbank. 

The  GeFi  also  handles  "swing  credit"  to  the  GDR.  Swing  credit  is  a 
special  category  of  interest-free  financing  granted  by  the  Federal  Re- 
public only  to  the  GDR  to  cover  inter-zonal  trade  between  East  and 
West  Germany.  Swing  credit  is  limited  to  25%  of  the  value  of  goods 
and  services  delivered  the  previous  year  by  the  GDR  to  the  Federal 
Republic.  However,  this  ratio  will  not  apply  during  the  5-year  period 
beginning  in  1976.  Instead,  funds  available  under  the  swing  credit  ar- 
rangement will  be  limited  to  a  total  of  DM  850  million  --  outstanding  at 
the  end  of  each  calendar  year.  Thus,  while  the  amount  outstanding  may 
exceed  DM  850  million  at  any  time  during  the  year,  it  must  be  at  or 
below  this  figure  at  the  end  of  the  calendar  year. 


'"About    $79  million  at  the   February    11,    1976,   spot   rate  of  exchange. 

17  About  $1.19  billion  at  the  February  11,  1976,  spot  rate  of  exchange. 

18  For  further  information  on  Hermes,  see  pages  43,  and  80-82. 

111  For   additional    information   on  the   AKA,   see   pages   25    and   63-64. 
20  For  additional  information  on  the  KfW,  see  pages  64-65. 
31  About  $59.3  million  at  the  February  11,  1976,  spot  rate  of  exchange. 
22  About  $333.6  million  at  the  February  11,  1976,  spot  rate  of  exchange. 
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Additional  information  about  GeFi  programs  may  be  obtained  by 
contacting  the  Gesellschaft  zur  Finanzierung  von  Industrieanlagen  mbH 
directly.  See  page  51  for  the  address,  telephone  and  telex  numbers. 

Italy. — In  Italy  the  large  commercial  banks  provide  most  of  the  short- 
term  (to  2  years)  export  credits  for  East-West  trade.  The  three  large 
commercial  banks  controlled  by  the  state  holding  company  Istituto 
per  la  Ricostruzione  Industriale  (IRI) — Banca  Commerciale  Italiana  and 
Credito  Italiano  of  Milan,  and  Banco  di  Roma  of  Rome — are  heavily 
involved  in  East-West  trade  financing.  All  three  banks  have  received 
accreditation  for  establishing  representative  offices  in  Moscow. 

Although  these  three  banks  are  limited  to  short-term  financing,  a  few 
of  the  other  Italian  commercial  banks  such  as  the  Banca  Nazionale  del 
Lavoro  of  Rome  have  special  credit  sections  which  are  permitted  to 
provide  some  medium-term  and  long-term  export  financing.  The  Banca 
Nazionale  del  Lavoro  is  also  actively  engaged  in  short-term  East- West 
trade  financing. 

Medium-term  (2  years  to  5  years)  and  long-term  (over  5  years) 
export  financing  for  East-West  trade  is  carried  out  by  special  credit 
institutes  which  also  finance  Italian  exports  to  other  destinations.  There 
are  a  variety  of  these  institutes,  including  public  law  institutes,  joint 
stock  companies,  and  subsidiaries  of  public  law  banks.  However,  only 
the  three  largest  are  of  significant  importance  in  medium-  and  long- 
term  East- West  trade  financing.  These  special  credit  institutes  23  are  the 
Istituto  Mobiliare  Italiano  (IMI),  the  Ente  Finanziario  Interbancario 
(Efibanca),  and  the  Banco  di  Credito  Finanziario  (Mediobanca). 
Operating  within  the  terms  provided  by  their  statutes,  these  institutes 
fund  their  operations  to  a  large  exent  from  capital  market  sources. 

Istituto  Mobiliare  Italiano  (IMI). — IMI  is  a  quasi-public  joint-stock 
company  with  Italian  Government  institutions  as  its  most  important 
shareholders.  Shares  in  IMI  are  also  held  by  private  companies,  savings 
banks,  commercial  banks  and  holding  companies.  IMI  raises  the  bulk 
of  its  loanable  funds  through  the  flotation  of  medium-  and  long-term 
bond  issues  on  the  Italian  capital  market  and  to  a  very  limited  extent 
on  foreign  markets,  and  by  refinancing  with  the  Mediocredito  Centrale, 
an  Italian  Government  agency.24 

Ente  Finanziario  Interbancario  (Efibanca). — Efibanca  is  a  joint-stock 
company  whose  shareholders  include  a  number  of  Italian  public  and 
private  credit  institutions,  Italian  finance  and  insurance  companies,  and 
foreign  financial  houses.  A  major  shareholder  is  the  Banca  Nazionale 
del  Lavoro,  which  on  its  own  account  is  among  the  leading  Western 
commercial  banks  involved  in  financing  East- West  trade.  Efibanca  funds 
its  lending  operations  through  borrowing  from  the  commercial  banks, 
utilizing  the  time  deposits  of  its  customers,  and  refinancing  a  portion  of 

28  See  box  on  page  28  for  addresses,  telephone,   and  telex  numbers  of  these  institutes. 
2*  For  a  discussion  of  the  Mediocredito  Centrale,  see  pages  65-67. 
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its  medium-  and  long-term  export  loans  with  the  Mediocredito  Centrale. 

Banco  di  Credito  Finanziazio  (Mediobanca). — Mediobanca  is  a  joint- 
stock  company  with  the  three  large  commercial  banks  mentioned  above 
as  major  stockholders.  Other  Italian  banks,  financial  corporations,  and 
insurance  companies  as  well  as  leading  foreign  banks  and  financial 
houses  are  also  stockholders.  Like  Efibanca,  Mediobanca  derives  its 
resources  from  time  deposits,  borrowing  from  the  commercial  banks, 
and  refinancing  of  a  portion  of  its  medium-  and  long-term  export  loans 
with  Mediocredito  Centrale. 

Prerequisites  for  medium-  and  long-term  supplier's  credits  and  long- 
term  buyer's  credits  for  East-West  trade  financing  from  the  special 
credit  institutes  are  a  guarantee  from  the  State  Bank  or  other  appropriate 
entity  in  the  socialist  buyer's  country,  and  an  insurance  policy  issued 
by  the  Istituto  Nazionale  delle  Assicurazioni  (INA),  the  Italian  national 
insurance  institute,25  endorsed  in  favor  of  the  particular  export  financing 
institute. 

All  Italian  goods  and  services  are  eligible  for  East-West  trade  financ- 
ing from  the  special  institutes,  although  capital  goods  are  most  fre- 
quently financed. 

Japan. — In  Japan  the  commercial  banks  authorized  to  deal  in  foreign 
exchange,  together  with  the  Export-Import  Bank  of  Japan,  provide  most 


2B  For  a  discussion  of  INA,  see  pages  82-83. 
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of  the  export  credits  for  East-West  trade.  The  Export-Import  Bank  of 
Japan  is  a  public  corporation  whose  capital  is  wholly  owned  by  the 
Japanese  Government.  The  authorized  commercial  banks  provide  East- 
West  trade  financing  directly  on  their  own  account  and  as  participants 
with  the  Export-Import  Bank. 

Japanese  banks  are  classified  in  two  categories,  the  large  "City 
Banks"  and  the  locally  oriented  "Country  Banks."  Only  commercial 
banks  authorized  to  deal  in  foreign  exchange  by  the  Ministry  of  Finance 
may  carry  out  foreign  exchange  transactions,  conclude  correspondent 
arrangements  with  nonresident  banks,  and  finance  foreign  trade,  includ- 
ing East-West  trade.  Most  of  the  large  City  Banks  such  as  the  Bank 
of  Tokyo,  Mitsui,  Mitsubishi,  Sanwa,  Taiyo  Kobe,  and  the  Industrial 
Bank  of  Japan,  as  well  as  Japanese  branches  of  foreign  banks,  are 
authorized  foreign  exchange  banks.  Foreign  banks  in  Japan  have  been 
active  participants  in  providing  Eurodollar  credits  for  financing  Japanese 
exports  to  the  socialist  countries. 

Short-term  credits  for  East-West  trade  may  be  obtained  from  any 
of  the  authorized  commercial  banks.  These  banks  provide  preshipment 
financing  in  East-West  trade  as  well  as  financing  against  receipt  of 
shipping  documents. 

Medium-  and  long-term  East-West  trade  financing  is  extended  by 
the  Export-Import  Bank  of  Japan.  The  Bank  provides  medium-  and 
long-term  supplier's  credits.  It  also  extends  medium-  and  long-term 
"overseas  direct  loans"  (buyer's  credits)  to  both  government  and 
nongovernment  borrowers.  Utilization  of  long-term  "overseas  direct 
loans"  for  large  East-West  trade  projects  is  growing,  particularly  for 
trade  with  Soviet  Siberia. 

The  Export-Import  Bank  customarily  advances  between  60  and  80% 
of  the  financed  portion  of  a  transaction.  The  City  Banks  participate 
in  such  medium-  and  long-term  East-West  trade  financing  within 
their  liquidity  positions.  Together  with  the  City  Banks,  the  special 
long-term  credit  banks  such  as  the  Long-Term  Credit  Bank  of  Japan  or 
the  Industrial  Bank  of  Japan  (which  is  also  one  of  the  large  City 
Banks)  usually  participate  with  the  Export-Import  Bank  in  extending 
on  their  own  account  between  20  and  40%  of  the  financed  portion  of 
medium-  and  long-term  East-West  trade  credits. 

The  businessman  seeking  to  finance  Japanese  exports  to  a  socialist 
country  with  Japanese  Government  support  normally  consults  as  soon 
as  possible  with  the  appropriate  authorized  commercial  foreign  exchange 
bank.  The  bank  can  then  advise  him  whether  the  terms  he  plans  to  offer 
the  socialist  buyer  will  be  acceptable  to  the  Export-Import  Bank  of 
Japan  and  to  the  Export  Insurance  Division  of  the  Ministry  of  Inter- 
national Trade  and  Industry  (MITI).26 


26  For  further  discussion  of  the  Export-Import  Bank  of  Japan,  see  pages  67-69,  and  for  MITI, 
pages  43-44,  and  84-85. 
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III.  PATTERNS  AND  PROCEDURES: 
SHORT-TERM  CREDIT 

Sources  of  Funds 

Short-term  financing  in  East-West  trade  usually  carries  maturities 
of  up  to  1  year.  However,  in  the  United  Kingdom  and  France, 
maturities  of  up  to  2   years   are  regarded  as  being  short-term. 

Products  normally  financed  on  a  short-term  basis  in  international 
trade  are  also  financed  on  this  basis  in  East-West  trade.  Such  products 
include  raw  materials,  chemicals,  fertilizers,  light  machinery  and  equip- 
ment, and  consumer  goods. 

Financing  for  selected  agricultural  products  in  some  cases  may  be 
stretched  to  1 8  months,  while  under  specific  Western  government- 
supported  agricultural  export  financing  programs  such  as  that  of  the 
Commodity  Credit  Corporation  (U.S.  Department  of  Agriculture),  the 
financing  for  eligible  agricultural  products  can  be  extended  to  3  years. 

COMMERCIAL  BANKS 

Most  short-term  financing  for  East-West  trade  is  in  the  form  of 
bank-to-bank  credits,  especially  credits  from  the  Western  exporter's 
bank  to  that  of  the  socialist  importer.  The  large  commercial  banks 
in  the  United  States,  Western  Europe,  and  Japan  comprise  the  most 
substantial  source  of  short-term  East-West  trade  financing  available. 
These  banks  provide  funds  through  the  same  commercial  banking 
channels  and  instruments  and  apply  many  of  the  same  criteria  of 
financial  analysis  that  they  customarily  utilize  in  providing  short-term 
financing  for  exports  to  other  world  destinations. 

Some  large  commercial  banks  and  particularly  the  specialized  East- 
West  trade  banks  in  Western  Europe  also  purchase  export  paper  such  as 
bills  of  exchange  guaranteed  by  the  socialist  importer's  bank. 

The  specialized  East-West  banks  are  among  the  most  active  in  dis- 
counting paper  for  Western  exporters  under  lines  of  credit  extended  to 
the  Soviet  and  East  European  banks.  Although  the  large  commercial 
banks,  particularly  banks  in  Zurich,  Vienna,  and  West  Germany,  also 
engage  in  this  activity,  they  usually  prefer  to  act  as  intermediaries  in 
arranging  such  transactions  for  their  clients  with  the  specialized  banks. 
Having  discounted  the  export  paper,  the  banks  will  then  hold  the  paper 
until   maturity   and   collect   payment   from   the   appropriate   Soviet   and 
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East  European  banks,   or  else  rediscount  it  in  the  Western  financial 
markets  or  with  Western  government  rediscount  agencies. 

It  should  be  noted,  however,  that  some  socialist  importers  are  not 
enthusiastic  about  having  their  paper  rediscounted  in  Western  financial 
markets,  since  they  believe  that  circulation  of  their  paper  diminishes 
their  prestige.  This  view  serves  to  limit  the  number  of  drafts  or  bills  of 
exchange  signed  by  socialist  importers  which  might  otherwise  be 
rediscounted  in  Western  markets. 

MONEY  AND  EUROCURRENCY  MARKETS 

As  in  international  trade  generally,  banks  tap  both  local  and  inter- 
national money  markets  for  funds,  as  well  as  Eurocurrency  markets. 
Eurocurrency  markets,  especially  in  London  and  Paris,  have  provided 
the  socialist  countries  as  well  as  other  borrowers  with  a  large  source 
of  short-term  general  purpose  funds. 

Because  Eurocurrency  loans  are  not  necessarily  linked  to  the  purchase 
of  specific  goods,  they  can  be  utilized  directly  to  finance  short-term 
East-West  trade  transactions  or  for  other  purposes  such  as  meeting 
repayments  of  principal  and  interest  due  on  other  hard  currency  com- 
mitments. As  long  as  Eurocurrency  borrowers  meet  the  repayment 
terms  on  schedule  and  in  the  designated  hard  currency,  the  creditors 
are  usually  satisfied.  However,  if  a  Eurocurrency  borrower  specifies  that 
the  funds  are  for  a  particular  purpose,  the  creditors  generally  expect 
the  borrower  to  use  an  equivalent  amount  of  hard  currency  for  that 
purpose  within  a  reasonable  time. 

Eurocurrency  loans  are  not  connected  with  Western  government-sup- 
ported export  credit  systems,  nor  are  the  loans  insured  or  guaranteed 
by  these  systems. 

INTERNAL  CORPORATE  FUNDS 

Firms  sometimes  utilize  internal  corporate  funds  as  a  source  of  short- 
term  East-West  trade  financing,  normally  for  a  limited  and  specific 
purpose.  For  example,  firms  frequently  cover  their  "front-end"  costs 
in  preparing  proposals  and/or  initial  feasibility  studies  for  projects  or 
systems  for  socialist  buyers  by  drawing  on  their  own  in-house  financing 
capability.  In  addition,  firms  may  choose  to  carry  the  cost  of  a  short-term 
East-West  trade  transaction  on  their  books  on  a  cash-against-documents 
basis,  or  even  on  open  account  (current  account)  terms,  although  the 
latter  arrangement  is  still  quite  rare.1  Firms  normally  do  this  only  if 
they  have  had  a  longstanding  relationship  with  a  particular  socialist 
importer.  However,  when  a  firm  decides  to  carry  this  cost  on  its 
books,  it  is  usually  advised  not  to  provide  a  price  discount.  Instead,  the 

1  See    discussion    on    cash-against-document    on    page    37    and    on    open    account    financing    on 
pages  37-38. 
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price  should  reflect  the  normal  investment  return  which   the  firm  has 
foregone  on  these  funds. 

WESTERN  GOVERNMENT  SOURCES 

Except  for  selected  agricultural  exports,  government-supported  export 
credit  programs  usually  do  not  provide  short-term  export  financing. 
Such  short-term  financing  is  customarily  left  to  the  commercial  banks. 

Agricultural  Exports:  Commodity  Credit  Corporation 

The  Commodity  Credit  Corporation  (CCC),  U.S.  Department  of 
Agriculture,  is  authorized  to  finance  commercial  sales  of  U.S.  agricul- 
tural commodities  on  short-term  credit  for  export,  or  to  aid  in  the 
development  of  foreign  markets  for  U.S.  agricultural  commodities. 
Under  the  present  Commodity  Credit  Export  Sales  Program  (GSM-4), 
the  CCC  finances  agricultural  commodities  from  private  stocks  for 
periods  of  6  months  to  a  maximum  of  3  years. 

Canada,  Australia  and  Argentina  have  programs  similar  to  the  CCC. 

Eligible  Countries  and  Commodities. — A  country  which  meets  the 
export  licensing  requirements  of  the  Office  of  Export  Administration, 
Bureau  of  East-West  Trade,  U.S.  Department  of  Commerce,  and  is 
eligible  under  terms  of  the  Trade  Act  of  1974  to  engage  in  U.S.  Govern- 
ment-supported financing  programs,  may  participate  in  the  CCC  Export 
Credit  Sales  Program.2 

The  commodities  eligible  under  the  program  vary,  according  to 
changes  in  circumstances  and  in  available  export  supplies  of  private 
stocks.  Therefore,  exporters  seeking  CCC  credit  financing  for  agricul- 
tural sales  to  the  socialist  countries  should  obtain  a  listing  of  currently 
eligible  commodities  from  the  Director,  Export  Programs  Division,  Com- 
modity Credit  Corporation,  Foreign  Agricultural  Service,  U.S.  Depart- 
ment of  Agriculture,  Washington,  D.C.  20250.  (Tel:  Area  Code: 
202-447-6225  or  447-7791;  Telex:  089-491,  Foreign  Agricultural 
Service.) 

Operation  of  the  Program. — The  U.S.  exporter  initiates  action  by  sub- 
mitting an  application  for  export  financing  of  the  appropriate  agricul- 
tural commodities.  When  the  financing  approval  is  issued,  the  U.S. 
exporter  has  90  days  to  register  a  firm  sale  of  such  agricultural  com- 
modities to  foreign  importers  on  a  deferred  payment  basis.  This  regis- 
tration is  also  subject  to  final  CCC  approval. 

Upon  shipment  of  the  commodities  under  a  financing  approval,  CCC 
purchases  from  the  exporter  the  account  receivable  arising  from  the 
export  sale.  The  account  receivable  is  limited  to  the  net  amount  of 
the  exporter's  sale  price,  basis  f.a.s.  or  f.o.b.  export  carrier,  and  does 
not  include  ocean  transportation  costs.  The  exporter  is  paid  in  cash 
by  CCC   for   the   account   receivable   on   submission   of  an   acceptable 


2  See   pages   53-54  for   discussion   of   U.S.   legislation   dealing  with   East-West   trade. 
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irrevocable  commercial  letter  of  credit;  bill  of  lading;  sales  invoice; 
certification  as  to  quality,  quantity  and  value  of  shipment;  and  an  assign- 
ment of  the  account  receivable.  CCC  draws  drafts  for  payment  of 
principal  plus  accrued  interest  under  the  letter  of  credit  when  payment 
is  due. 

As  of  February  1976,  interest  rates  on  CCC  credits  were  8  and  9% 
on  U.S.  commercial  bank  and  foreign  bank  obligations  respectively. 

The  U.S.-Soviet  Grains  Agreement  of  1972. — Under  terms  of  the 
July  1972,  Grains  Agreement  between  the  U.S.S.R.  and  the  United 
States,  a  $750  million  line  of  CCC  credit  was  established  to  cover 
the  export  financing  of  wheat  and  feed  grains  to  the  Soviet  Union  during 
an  export  authorization  period  from  August  1972  through  July  31, 
1975.  This  was  the  first  line  of  CCC  credit  to  be  established  pursuant 
to  a  government-to-government  agreement.  Lines  of  CCC  credit  are 
usually  set  up  without  such  agreements. 

The  credit  line  provided  maximum  terms  of  3-years'  credit  with 
equal  annual  payments  of  principal  plus  accrued  interest.  Interest  rates 
charged  by  CCC  ranged  from  6Vs  to  9l/z%  during  the  period  of 
Soviet  purchases  under  CCC  credit.  These  same  rates  were  applicable  to 
all  other  buyers  during  that  period,  and  reflected  prevailing  com- 
mercial money  market  rates.  The  line  was  fully  utilized  before  July  31, 
1975. 

Instruments  and  Procedures 

The  most  common  instruments  used  in  short-term  financing  of  East- 
West  trade  include  irrevocable  letters  of  credit,  cash-against-documents, 
and  credit  in  current  account  (open  account).  Bills  of  exchange  are 
also  used. 

LETTERS  OF  CREDIT 

The  irrevocable  letter  of  credit  is  the  most  common  method  of 
payment  in  East-West  trade,  whether  for  sight  payments  (cash)  or  time 
payments  (credit).  It  eliminates  the  buyer's  risk  by  replacing  it  with 
that  of  the  buyer's  bank  which  issues  the  letter  of  credit.3 

A  letter  of  credit  is  used,  for  example,  when  a  socialist  country 
buyer,  either  a  Foreign  Trade  Organization  (FTO)  or  an  Industry 
Association,  authorizes  the  relevant  Foreign  Trade  Bank  (in  Hungary, 
the  National  Bank)  to  pay  the  Western  exporter  when  the  exporter 
has  fulfilled  his  part  of  the  contract,  usually  when  he  has  shipped  the 
correct  quantity  of  conforming  goods. 

All  conditions  regarding  the  issuance  of  a  letter  of  credit  are  governed 
by  a  letter  of  credit  agreement  signed  by  the  socialist  importer  and 

3  The  U.S.S.R.  and  most  socialist  countries  of  Eastern  Europe  adhere  to  the  Uniform  Customs 
and  Practice  for  Documentary  Credits  (1975)  of  the  International  Chamber  of  Commerce. 
Albania,  Romania  and  the  PRC  do  not,  although  Albania  and  Romania  customarily  apply  the 
rules. 
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addressed  to  his  Foreign  Trade  Bank  at  the  time  or  before  the  letter  of 
credit  is  issued.  Upon  receiving  this  letter  of 'credit  agreement  from  the 
socialist  importer,  usually  an  FTO,  the  socialist  bank  issues  a  letter  of 
credit  promising  to  pay  the  invoiced  value  of  the  negotiated  contract  price 
against  receipt  of  the  shipping  documents  (sight  letter  of  credit)  or 
against  acceptance  for  future  payment  of  a  draft  drawn  to  the  Western 
exporter  (letter  of  credit  against  acceptance  of  a  draft).  The  letter  of 
credit  contains  a  list  of  the  required  shipping  documents.  These  may 
include  detailed  commercial  and/or  consular  invoices,  bills  of  lading 
or  air  waybills,  an  insurance  policy  or  certificate,  a  Western  export 
license  where  required,  an  inspection  certificate,  and  a  clean  dock  receipt 
signed  by  the  agent  of  the  socialist  importer. 

To  determine  whether  the  Western  exporter  has  fulfilled  his  part 
of  the  contract,  the  Foreign  Trade  Bank  obtains  the  assistance  of 
one  of  its  correspondent  banks  in  the  Western  exporter's  country.  In 
many  cases,  this  correspondent  bank  will  be  the  Western  exporter's  own 
bank.  After  determining  that  the  relevant  documents  conform  to  the 
terms  of  the  letter  of  credit,  the  correspondent  bank  either  pays  the 
exporter,  frequently  by  a  bill  of  exchange,  or  accepts  the  draft  for 
future  payment. 

Sight  Letter  of  Credit 

If  the  letter  of  credit  is  payable  in  the  Western  exporter's  country 
(the  usual  case)  and  is  available  by  sight  draft,  the  Western  corres- 
pondent bank,  upon  receipt  of  the  shipping  documents  from  the 
exporter,  immediately  pays  the  exporter  as  directed  in  the  letter  of 
credit.  If  the  sight  draft  is  payable  in  the  socialist  country,  the  Western 
correspondent  bank  transmits  the  documents  to  the  appropriate  socialist 
Foreign  Trade  Bank,  which  then  authorizes  the  Western  correspondent 
bank  to  pay  the  Western  exporter  according  to  the  terms  of  the  letter 
of  credit.  If  the  socialist  bank  has  no  established  line  of  credit  with 
its  Western  correspondent  bank,  the  socialist  bank  transmits  the  money. 
However,  most  Foreign  Trade  Banks  have  such  established  lines  of 
credit  with  the  major  Western  commercial  banks. 

The  Western  correspondent  bank  mails  the  shipping  documents  to 
the  Foreign  Trade  Bank.  Receiving  notification  from  the  Foreign  Trade 
Bank  of  the  arrival  of  the  documents,  the  socialist  importer  reimburses 
the  bank  and  receives  from  the  bank  the  shipping  documents  stipulated 
in  the  letter  of  credit.  He  can  then  obtain  the  merchandise  when  it 
arrives.  The  Foreign  Trade  Bank  in  turn  reimburses  its  Western  corres- 
pondent bank  for  having  paid  the  Western  exporter. 

Letter  of  Credit  Against  Acceptance  of  a  Draft 

If  the  letter  of  credit  provides  for  drafts  to  be  drawn  at  60,  90, 
180,  or  even  up  to  360  days  from  sight,  the  Western  correspondent 
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bank  does  not  have  to  pay  the  Western  exporter  until  the  maturities 
indicated  in  its  acceptance  on  the  drafts.  At  that  time,  the  terms  of 
reimbursement,  arrangements  concerning  delivery  of  documents,  and 
other  conditions  regarding  the  letter  of  credit  are  governed  by  the  letter 
of  credit  agreement  referred  to  above. 

While  the  letters  of  credit  against  acceptance  of  a  draft  are  fre- 
quently used  in  payment  for  Western  exports  to  some  East  European 
countries,  although  less  often  to  the  U.S.S.R.,  they  are  less  common 
payment  for  socialist  exports  to  the  West.  Instead,  socialist  exporters 
generally  require  payment  through  irrevocable  sight  letters  of  credit. 

Letters  of  credit  issued  by  a  Western  bank  on  behalf  of  a  Western 
importer  follow  the  same  procedures  as  those  described  above. 

Confirmed  and  Unconfirmed  Letters  of  Credit 

An  irrevocable  letter  of  credit  may  be  either  unconfirmed  or  con- 
firmed. 

Unconfirmed  Letter  of  Credit. — An  unconfirmed  letter  of  credit  issued 
by  a  Foreign  Trade  Bank  simply  enables  the  Western  correspondent 
bank  to  advise  the  Western  exporter  that  the  letter  of  credit  has  been 
issued.  Although  it  is  irrevocable  on  the  part  of  the  Foreign  Trade 
Bank,  payment  under  terms  of  the  unconfirmed  letter  of  credit  is  solely 
the  responsibility  of  the  issuing  Foreign  Trade  Bank.  The  Western  bank 
on  whom  the  bill  of  exchange  would  be  drawn  is  not  necessarily  obli- 
gated to  accept  the  unconfirmed  letter  of  credit,  even  if  the  shipping 
documents  are  in  order.  However,  the  credit  standing  of  the  Foreign 
Trade  Banks  is  such  that  many  Western  exporters  with  long  experience 
in  socialist  markets  regard  an  irrevocable  unconfirmed  letter  of  credit 
issued  by  a  Foreign  Trade  Bank  as  being  as  good  as  cash.  In  view  of 
this  credit  standing,  many  socialist  importers  object  to  having  a  Western 
exporter  request  confirmation  of  a  letter  of  credit  issued  by  their  Foreign 
Trade  Bank,  considering  confirmation  to  be  not  only  unnecessary  but 
an  unwarranted  expense  as  well. 

A  Foreign  Trade  Bank,  like  a  Western  commercial  bank,  may 
decline  to  accept  bills  drawn  on  it  through  an  unconfirmed  letter  of 
credit  opened  on  behalf  of  a  Western  exporter  by  a  Western  bank  which 
is  comparatively  unfamiliar  to  the  Foreign  Trade  Bank.  Instead,  the 
Foreign  Trade  Bank  usually  prefers  to  deal  with  one  of  its  Western 
correspondent  banks.  Thus,  U.S.  businessmen  or  U.S.  regional  banks 
seeking  to  arrange  irrevocable  letters  of  credit  may  find  it  advisable  to 
utilize  the  services  of  a  large  Western  commercial  bank  with  whom  the 
relevant  Foreign  Trade  Bank  has  already  established  a  correspondent 
relationship. 

Confirmed  letter  of  credit. — A  confirmed  letter  of  credit  has  a  higher 
standing  than   an  unconfirmed   letter  of  credit,   since   it   obligates   the 

35 


confirming  Western  bank  to  accept  bills  of  exchange  drawn  on  it  in 
compliance  with  the  terms  of  the  letter  of  credit.  While  the  irrevocable 
unconfirmed  letter  of  credit  of  a  Foreign  Trade  Bank  carries  with  it 
the  obligation  of  the  Foreign  Trade  Bank,  the  irrevocable  letter  of 
credit  of  the  Foreign  Trade  Bank,  confirmed  by  a  Western  bank,  carries 
the  obligation  of  two  banks.  In  most  Western  countries  a  confirmed  letter 
of  credit  is  usually  readily  discountable. 

Although  socialist  exporters  normally  require  that  letters  of  credit 
issued  by  Western  commercial  banks  be  confirmed  by  a  large  Western 
commercial  bank  or  sometimes  by  the  appropriate  socialist  Foreign 
Trade  Bank,  on  occasion  exporters  in  some  East  European  countries 
such  as  Czechoslovakia  and  Hungary  may  be  more  flexible  and  not 
demand  confirmation,  particularly  if  the  Western  bank  issuing  the  letter 
of  credit  is  large  and  well-known. 

Because  the  confirmed  letter  of  credit  constitutes  the  strongest  assur- 
ance of  payment  available  in  East-West  trade,  many  U.S.  businessmen 
who  are  new  to  East-West  trade  or  to  trade  with  a  particular  socialist 
country  prefer  to  begin  their  relationship  by  utilizing  this  method  of 
payment.  As  experience  is  built  up  and  the  trading  partners  get  to 
know  each  other  better,  their  use  of  the  confirmed  letter  of  credit  often 
gives  way  to  that  of  the  unconfirmed  letter  of  credit. 

Letters  of  Credit  in  the  China  Trade 

Most  transactions  with  the  People's  Republic  of  China  (PRC)  call 
for  payment  by  irrevocable  letter  of  credit  against  presentation  of  sight 
draft  and  shipping  documents.  However,  letters  of  credit  in  the  China 
trade  differ  somewhat  from  those  generally  used  in  East-West  trade. 

Irrevocable  letters  of  credit  opened  for  payment  of  Western  exports 
are  generally  unconfirmed  and  nontransferable,  while  those  for  Western 
imports  from  the  PRC  are  usually  both  confirmed  and  transferable.  In 
addition,  letters  of  credit  often  include  a  margin  above  the  original 
price  to  cover  excess  delivery  charges  or  other  additional  insurance 
requirements.  Like  some  Foreign  Trade  Banks  in  other  socialist  countries, 
the  Bank  of  China  (BOC),  which  handles  international  payments  for 
the  PRC,  may  refuse  to  follow  the  international  practice  of  having  its 
letters  of  credit  confirmed  with  a  bank  in  the  Western  exporter's  country. 
The  PRC  does  not  adhere  to  the  Uniform  Customs  and  Practice  for 
Documentary  Credits  (1975)  of  the  International  Chamber  of  Com- 
merce. However,  the  BOC  has  a  well-established  reputation  in  inter- 
national financial  circles  for  strict  enforcement  of  financial  procedures 
and  prompt  fulfillment  of  its  obligations. 

Although  the  BOC  has  correspondent  relationships  with  a  number 
of  banks  throughout  the  world,  it  deals  with  U.S.  banks  through  third 
country   BOC  correspondents  which   are  located  in  the  United  States. 
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Full-scale  commercial  banking  relationships  between  the  United  States 
and  China  have  so  far  not  been  possible  in  the  absence  of  a  settle- 
ment of  the  linked  issues  of  Chinese  assets  blocked  by  the  U.S.  Govern- 
ment and  U.S.  private  claims  against  the  PRC.4 

CASH-AGAINST-DOCUMENTS 

Payment  on  cash-against-documents  terms  is  increasingly  used  in 
East-West  trade,  especially  between  Western  firms  and  Soviet  FTOs 
where  sufficient  experience  and  mutual  trust  have  contributed  to  the 
development  of  a  solid  trading  relationship.  Some  European  firms  which 
have  such  a  relationship  with  a  particular  socialist  trading  partner  feel 
quite  at  ease  with  a  cash-against-documents  arrangement.  However,  in 
trade  with  the  East  European  countries  or  the  PRC,  most  Western 
firms  generally  prefer  to  use  the  irrevocable  letter  of  credit. 

Until  good  business  relations  have  been  well  established  with  a 
socialist  trading  partner,  the  U.S.  businessman  inexperienced  in  East- 
West  trade  is  usually  advised  to  require  payment  by  irrevocable  letter 
of  credit  rather  than  cash-against-documents. 

To  obtain  payment  on  a  cash-against-documents  basis,  the  Western 
exporter  presents  the  shipping  documents  to  his  commercial  bank.  For 
cash-against  documents  on  sight  terms  from  the  U.S.S.R.,  payment  is 
usually  completed  within  30  to  45  days  after  the  documents  are  received 
in  Moscow.  For  Eastern  Europe  the  entire  procedure  generally  takes 
about  30  days.  Cash-against-documents  terms  are  at  present  practically 
unknown  in  Western  trade  with  the  PRC.  In  payment  against  acceptance 
of  a  draft,  the  Western  exporter's  draft  accepted  by  the  socialist  im- 
porter is  usually  endorsed  by  the  relevant  Foreign  Trade  Bank. 

The  Western  importer  normally  obtains  the  guarantee  or  endorsement 
of  a  large  Western  commercial  bank  when  arranging  payment  on  a 
cash-against-documents  basis  with  the   socialist  exporter. 

OPEN  ACCOUNT  TERMS 

Open  account  terms  (sales  on  unsecured  credit)  provide  the  simplest 
form  of  short-term  financing  available  in  East-West  trade  and  carry  the 
highest  element  of  payment  risk.  Since  open  account  sales  are  made 
without  any  safeguards,  they  lack  a  tangible  obligation  such  as  that 
carried  by  a  letter  of  credit.  Thus,  only  trading  partners  of  longstanding 
utilize  this  payment  method. 

Sales  on  open  account  between  a  Western  exporter  and  a  socialist 
importer  are  basically  the  same  in  East-West  trade  as  in  trade  in  any 
other  market.  Under  open  account  terms,  the  merchandise  is  consigned 

*For  a  discussion  of  the  unusual  features  affecting  the  financing  of  U.S.  trade  with  the 
PRC,  see  the  Overseas  Business  Report  "Financial  Practices  in  U.S.-China  Trade."  OBR  74-64. 
(Washington.  D.C.:   U.S.  Government  Printing  Office,  December  1974). 
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directly  to  the  socialist  importer,  or,  if  bills  of  lading  are  in  negotiable 
form,  these  and  other  documents  are  sent  directly  to  the  FTO  together 
with  invoices  payable  at  the  expiration  of  a  previously  agreed  upon 
period.  Possession  of  the  underlying  merchandise  is  turned  over  to  the 
FTO  before  payment  or  the  creation  of  a  formal  payment  instrument. 

In  East-West  trade,  open  account  terms  may  run  from  30  to  180 
days  or  even  to  360  days. 

Comparatively  few  Western  firms  engage  in  sales  on  open  account 
terms  to  the  socialist  countries.  However,  those  who  do  usually  limit 
themselves  to  exports  to  Soviet  FTOs,  primarily  because  the  U.S.S.R. 
has  the  strongest  credit  rating  among  the  socialist  countries. 

Open  account  terms  are  rarely  extended  to  Western  firms  by  socialist 
countries  except  occasionally  by  Hungarian  or  Czechoslovak  exporters. 

Credit  Insurance  and  Guarantee  Programs 

Short-term  credit  insurance  and  guarantees  in  East-West  trade  are 
provided  for  the  most  part  by  agencies  operated  by  Western  govern- 
ments or  by  credit  insurance  corporations  or  joint  stock  companies  spon- 
sored by  Western  governments,  although  some  private  insurance  com- 
panies and  associations  also  extend  coverage. 

In  the  socialist  countries  the  National  Banks  and  the  Foreign  Trade 
Banks  provide  short-term  credit  insurance  and  guarantees.  In  addition, 
credit  insurance  on  occasion  can  be  obtained  from  the  appropriate 
socialist  country's  State  Insurance  Company  for  socialist  exports  to  the 
West. 

Several  insurance  companies  wholly  owned  by  the  Soviet  Union  and 
chartered  in  Western  Europe  also  extend  short-term  credit  insurance 
in  East-West  trade,  especially  Garant  Versicherungs  A.G.,  in  Vienna. 

WESTERN  GOVERNMENT  PROGRAMS:  UNITED  STATES 

In  the  United  States,  short-term  credit  insurance  or  guarantee  cover- 
age supported  by  the  U.S.  Government  is  available  in  East-West  trade 
for  U.S.  exports  to  Poland  and  Romania.6  The  U.S.  Government  extends 
coverage  under  two  mutually  exclusive  programs:  the  Exporter  Credit 
Insurance  Program  administered  by  the  Foreign  Credit  Insurance  Asso- 
ciation (FCIA)  in  cooperation  with  the  Export-Import  Bank  of  the 
United  States  (Eximbank),  and  the  Commercial  Bank  Guarantee  Pro- 
gram operated  between   Eximbank  and  U.S.   commercial  banks. 

Under  both  programs,  East-West  trade  financing  is  provided  by  the 
private  sector  with  FCIA  or  Eximbank  protecting  the  U.S.  exporter  or 
the  financing  bank  against  defined  commercial  or  political  risks  in  East- 
West  trade.  The  commercial  risks  covered  are  insolvency  of  the  buyer, 


•"•  For  a  discussion  of  Soviet  insurance  companies  in  the  West,  see     pages  85-86. 

8  See   pages  53-54  for  discussion  of  U.S.  legislation  dealing  with  East-West  trade. 
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or  the  failure  of  the  buyer  to  pay  the  amount  due  at  due  date  (pro- 
tracted default).  Political  risks  covered  are  transfer  delays  in  con- 
verting local  currency  payments  into  dollars,  cancellation  of  export  or 
import  licenses,  expropriation  or  confiscation,  and  losses  due  to  war, 
revolution,  or  civil  disturbances. 

Under  either  program,  the  exporter  may  be  a  U.S.  corporation,  part- 
nership, or  individual,  or  a  foreign  corporation,  partnership  or  individual 
doing  business  in  the  United  States.  However,  only  financing  for  export 
of  U.S.  goods  and  services  is  eligible  for  coverage. 

Repayment  terms  for  short-term  East-West  trade  financing  insured 
by  FCIA  or  guaranteed  by  Eximbank  should  not  exceed  terms  con- 
sidered customary  in  international  trade  for  the  type  of  goods  shipped. 

Applications  for  assistance  under  these  two  programs  can  only  be 
initiated  by  the  U.S.  exporter  or  the  exporter's  U.S.  commercial  bank. 
A  socialist  buyer  in  Eastern  Europe  may  request  credit  terms  from  the 
U.S.  supplier.  The  U.S.  supplier  or  the  supplier's  U.S.  commercial  bank 
in  turn  makes  application  to  FCIA  or  to  Eximbank,  as  appropriate. 

Foreign  Credit  Insurance  Association 

The  Foreign  Credit  Insurance  Association  (FCIA),  an  association  of 
more  than  50  U.S.  marine,  property  and  casualty  insurance  companies, 
operates  in  cooperation  with  Eximbank  to  assist  U.S.  exporters  by 
facilitating  their  extensions  of  supplier's  credit  to  overseas  buyers, 
including  buyers  in  Poland  and  Romania. 

For  U.S.  exports  to  Eastern  Europe  financed  on  a  short-term  basis, 
insurance  coverages  available  from  FCIA  under  the  Exporter  Credit 
Insurance  Program  and  applicable  to  East- West  trade  include  the  Short- 
Term  Policy,  and  the  shorter  maturities  covered  by  the  Medium-Term 
Policy. 

Short-Term  Policy. — The  Short-Term  Policy  provides  blanket  cover- 
age on  terms  up  to  180  days.  It  requires  the  U.S.  exporter  to  insure  all 
or  at  least  a  reasonable  spread  of  his  eligible  short-term  export  sales. 
With  FCIA  approval,  the  U.S.  exporter  may  include  export  sales  to 
Poland  and  Romania  under  an  existing  FCIA  Short-Term  Policy  which 
he  already  holds,  or  he  may  arrange  a  policy  tailored  to  his  specific 
needs.  A  short-term  comprehensive  policy  covers  commercial  credit  risks, 
normally  up  to  90%  of  the  invoice  value,  with  the  U.S.  exporter  retain- 
ing 10%  of  the  risk  on  his  own  account,  and  political  risks  up  to  95% 
of  the  invoice  value,  with  the  exporter  retaining  the  remaining  5%. 

Under  the  Short-Term  Policy,  sales  of  any  type  of  product  with  at 
least  50%  of  U.S.  origin  may  be  insured  in  East- West  trade.  A  cash 
downpayment  by  the  socialist  buyer  on  or  before  delivery  is  not  required 
for  coverage  under  this  policy. 

The  Short-Term  Policy  usually  has  a  moderate  discretionary  credit 
limit  assigned  to  the  policy  for  each  acceptable  buyer,  including  each 
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acceptable  socialist  buyer.  This  allows  the  U.S.  exporter  to  obtain 
insurance  automatically  up  to  a  maximum  limit  for  each  socialist  buyer 
based  on  the  exporter's  credit  decision. 

A  commercial  risk  deductible  feature  or  "first  loss"  provision  may  be 
included  in  the  Short-Term  Policy.  This  deductible  is  similar  to  the 
deductible  provision  common  in  automobile  or  medical  insurance  policies, 
and  means  that  the  first  losses  under  commercial  coverage  (up  to  a  stated 
amount  during  the  policy  year)  are  borne  by  the  exporter. 

Medium-Term  Policy. — Insurance  coverage  for  eligible  East-West 
trade  credits  with  maturities  of  181  days  to  1  year  can  be  obtained  on  a 
case-by-case  basis  under  FICA's  Medium-Term  Policy.7 

Special  Coverage:  Trade  Fairs  and  Exhibitions. — Trade  fairs  and 
other  exhibitions  constitute  one  of  the  most  effective  ways  for  the 
Western  exporter  to  familiarize  the  socialist  buyer  with  his  products. 
FCIA  will  insure  U.S.  exhibitors  who  sell  products  at  trade  fairs  and 
exhibitions  in  the  eligible  countries  of  Eastern  Europe. 

Premium  rates  on  FCIA  policies  vary  according  to  the  length  of  the 
credit  period  and  the  market  category  of  the  socialist  buyer's  country. 
(Markets  are  classified  into  categories  according  to  the  economic  and 
political  conditions  prevailing  in  the  buyer's  country.)  The  U.S.  exporter 
customarily  passes  the  premium  charges  to  the  socialist  buyer,  either 
directly  as  a  stated  fee  or  indirectly  by  figuring  the  premium  costs  into 
the  contract  price. 

For  further  information  on  short-term  FCIA  insurance  coverage 
applicable  to  East-West  trade,  contact  the  Office  of  Ombudsman,  lo- 
cated in  FCIA's  New  York  headquarters  office  (One  World  Trade 
Center— 9th  Floor,  New  York,  New  York  10048-  Telephone  212-432- 
6216;  Telex  12  75  61),  or  one  of  FCIA's  other  eight  full-service  re- 
gional offices  listed  on  pages  76-77. 

Export-Import  Bank  of  the  United  States 

Commercial  Bank  Guarantee  Program. — Under  its  Commercial  Bank 
Guarantee  Program,  the  Export-Import  Bank  of  the  United  States 
(Eximbank)  will  guarantee  the  repayment  of  eligible  export  debt  obli- 
gations acquired  by  U.S.  banking  institutions  from  U.S.  exporters  trad- 
ing with  Poland  and  Romania.8  A  U.S.  commercial  bank  providing  short- 
term  (to  1  year)  East-West  trade  financing  on  terms  of  181  days  or 
longer  can  apply  to  Eximbank  for  guarantee  coverage  under  this  pro- 
gram. Insurance  coverage  for  short-term  supplier's  credits  in  East-West 
trade  extended  on  terms  of  up  to  180  days  is  available  under  FCIA's 
Short-Term  Policy,  as  described  above. 

Additional  information  on  this  and  other  Eximbank  programs  may  be 


7  For  a  more  detailed  discussion  of  FCIA's  Medium-Term  Policy,  see  page  74. 

8  For    a   more    detailed    discussion   of    Eximbank's   Commercial   Bank   Guarantee   Program,   see 
pages  75-77. 
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obtained  by  contacting  the  Export-Import  Bank  of  the  United  States 
directly.  See  page  52  for  the  address,  telephone  and  telex  numbers. 

WESTERN  GOVERNMENT  PROGRAMS:  EUROPE  AND  JAPAN 

In  Western  Europe  and  Japan,  the  commercial  and  political  risks 
covered  by  Western  government-supported  credit  insurance  and  guaran- 
tee programs  for  short-term  East-West  trade  transactions  are  basically 
the  same  as  those  covered  in  the  United  States  by  the  Foreign  Credit 
Insurance  Association  and  the  Export-Import  Bank  of  the  United 
States.9 

The  principal  commercial  risk  covered  is  protracted  default  by  the 
socialist  buyer.  Since  the  FTOs  and  other  socialist  buyers  are  state- 
trading  organizations,  the  possibility  of  insolvency  is  negligible.  Political 
risks  normally  insured  include  transfer  delays  in  converting  local  cur- 
rency payments  into  the  currency  denominated  in  the  contract,  cancella- 
tion of  export  or  import  licenses,  government  expropriation,  confiscation, 
or  other  intervention,  and  losses  due  to  the  outbreak  of  war  and  other 
hostilities. 

France,  Germany,  Italy,  and  Japan  offer  insurance  against  exchange 
rate  fluctuations  during  the  postshipment  credit  period.  Such  coverage  is 
provided  when  export  contracts  are  denominated  in  foreign  currencies. 
However,  neither  the  United  Kingdom  nor  the  United  States  provides  this 
coverage. 

United  Kingdom 

In  Britain,  the  Export  Credits  Guarantee  Department  (ECGD),10  a 
department  of  the  British  Government,  provides  credit  insurance  against 
commercial  and  political  risks  for  short  term  and  Extended  Term  to  2 
years)  East-West  trade  transactions,  either  in  the  form  of  a  Compre- 
hensive Guarantee  Policy  to  the  Western  exporter,  a  Comprehensive 
Bill  Guarantee  or  a  Comprehensive  Open  Account  Guarantee  to  the 
Western  exporter's  commercial  bank. 

Comprehensive  Guarantee  Policy. — The  Western  exporter  may  obtain 
a  Comprehensive  Guarantee  Policy  from  the  ECGD  for  consumer  goods 
sold  to  socialist  importers  on  up  to  6  months'  credit.  No  cash  down- 
payment  is  expected.  Short-term  East-West  trade  credits  with  maturities 
of  more  than  6  months  can  be  insured  by  obtaining  an  Extended  Terms 
Endorsement  to  the  Comprehensive  Policy.  However,  a  15  to  20% 
downpayment  from  the  socialist  importer  is  then  required.  Under  the 
Comprehensive  Policy,  the  Western  exporter  may  choose  to  cover  his 
entire  export  business  in  all  markets  or  to  insure  in  selected  markets, 
including  those  of  the  socialist  countries.  The  ECGD  covers  90  to  95% 
of  loss. 


n  FCIA  and  Eximbank  programs  are  available  only  for  Poland  and  Romania.  See  pages  53-54. 
10  For  a  discussion  of  the  ECGD,  see  pages  22-23,  60,  and  78-79. 
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Comprehensive  Bill  Guarantee. — The  Western  exporter's  commercial 
bank  may  obtain  a  Comprehensive  Bill  Guarantee  from  the  ECGD  to 
cover  short-term  East-West  trade  credits  when  the  socialist  buyer  gives 
a  promissory  note  or  accepts  a  bill  of  exchange.  Coverage  is  100%  of 
any  sum  3  months  overdue.  However,  in  order  for  the  specific  East- West 
trade  transaction  to  be  eligible  for  an  ECGD  Comprehensive  Bill  Guaran- 
tee, the  Western  exporter  must  normally  have  held  ECGD  Compre- 
hensive cover  for  12  months. 

Comprehensive  Open  Account  Guarantee.— Although  available  for 
short-term  transactions,  the  ECGD  Comprehensive  Open  Account  Guar- 
antee is  rarely  used  in  East-West  trade  for  the  same  reasons  that  sales 
on  open  account  terms  are  rare.11  The  Comprehensive  Open  Account 
Guarantee  is  available  to  commercial  banks  for  East-West  trade  financ- 
ing unsupported  by  bills  or  notes  and  extended  on  terms  ranging  from 
cash-against-documents  12  to  credits  with  maturities  of  up  to  6  months. 
The  guarantee  covers  100%  of  the  bank  loan  (90%  of  the  invoice 
value)  to  the  Western  exporter,  and  is  made  on  lines  similar  to  the 
Comprehensive  Bill  Guarantee.  The  Western  exporter  must  normally 
have  held  ECGD  Comprehensive  coverage  for  12  months  for  the 
East-West  trade  transaction  to  be  eligible  for  the  Comprehensive  Open 
Account  Guarantee. 

Premiums  for  short-term  ECGD  insurance  are  charged  at  a  flat  rate 
for  all  markets,  including  all  East-West  trade  related  transactions. 
These  charges,  however,  may  vary  according  to  the  trading  record  of 
the  Western  exporter. 

France 

Although  short-term  (to  3  years)  credit  insurance  is  not  required  for 
East- West  trade,  it  is  available  in  France  from  the  Compagnie  Francaise 
d'  Assurance  pour  le  Commerce  Exterieur  (COFACE),  a  quasi-public 
agency.13  COFACE  provides  short-term  East-West  trade  credit  insur- 
ance on  its  own  account,  with  both  commercial  and  political  risk  cover- 
age. This  coverage  ranges  from  80  to  95%  of  the  credit,  depending 
on  the  type  of  goods  covered  and  on  whether  the  coverage  is  extended 
to  a  buyer  or  a  seller.  Short-term  coverage  is  primarily  for  export  of 
consumer  goods,  chemicals,  pharmaceuticals,  automobiles,  and  small 
equipment. 

Premium  rates  for  both  commercial  and  political  risk  coverage  are 
determined  by  a  variety  of  factors,  including  the  type  of  goods  exported 
and  the  country  of  destination. 


u  For  a  discussion  of  sales  on  open  account,  see  pages  37-38. 

12  For  a  discussion  of  cash-against-documents  financing,  see    page  37. 

j:!  For  a  discussion  of  COFACE,   see  pages  23-24,  61-62,   and   79-80. 
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Federal  Republic  of  Germany 

In  Germany,  export  credit  insurance  is  rarely  taken  out  for  short- 
term  East-West  trade  transactions.  Short-term  bank-to-bank  credits  with 
repayment  periods  of  up  to  180  days  (in  exceptional  cases  to  360  days) 
normally  are  not  insured.  However,  commercial  and  political  risks 
coverage  for  short-term  supplier's  credits  may  be  obtained  from  Hermes- 
Kreditversicherungs,  A.G.  (Hermes),  a  private  stock  company  which  acts 
as  agent  for  the  German  Government.14  No  cash  downpayment  is  re- 
quired. Hermes  bases  its  calculation  of  premium  rates  on  the  amount 
insured,  the  length  of  the  credit  term,  and  the  type  of  risks  and  coverage 
granted. 

German  exporters  also  utilize  short-term  credit  insurance  available 
from  Soviet  insurance  companies  in  the  West,15  such  as  Black  Sea  and 
Baltic  Company,  Ltd.,  in  London,  and  Garant-Versicherungs  A.G.,  in 
Vienna,  as  well  as  from  socialist  insurance  companies  such  as  Ingoss- 
trakh  in  Moscow  or  its  counterpart  Darag  in  East  Berlin. 

Italy 

In  Italy,  insurance  coverage  for  short-term  (to  2  years)  credits  in 
East-West  trade  is  available  to  the  Western  exporter  directly  from  the 
Istituto  Nazionale  delle  Assicurazioni  (INA),  an  Italian  Government 
institute.1"  INA  provides  political  risk  coverage  for  up  to  90%  of 
the  credit.  However,  while  short-term  commercial  risk  coverage  can  be 
obtained  directly  from  private  insurers,  INA  is  authorized  to  reinsure 
such  commercial  risk  coverage  for  up  to  85%  of  the  credit.  The  per- 
centage of  reinsurance  cover  available  for  short-term  commercial  risks  is 
determined  on  a  sliding  scale  according  to  the  size  of  the  contract. 

INA  also  provides  guarantees  on  short-term  credits  extended  by 
Italian  banks  to  socialist  country  banks  in  support  of  eligible  Western 
export  transactions.  The  guarantee  covers  95%  of  the  credit  for  both 
protracted  default  and  political  risks  when  the  borrower  is  a  public 
entity  such  as  the  appropriate  Foreign  Trade  Bank. 

No  cash  downpayment  is  required  for  short-term  coverage  from  INA. 
Premiums  are  primarily  based  on  the  credit-worthiness  of  the  buyer  and 
the  length  of  the  credit. 

Japan 

In  Japan,  the  Export  Insurance  Division  of  the  Ministry  of  Interna- 
tional Trade  and  Industry  (MITI)  provides  export  credit  insurance  for 
short-term  East-West  trade  transactions.17 


14  For  a  discussion  of  Hermes,  see  pages  80-82. 

16  For  further  information  about  the  Soviet  insurance  companies  in  the  West,  see  pages  85-86. 

16  For  further  information  on  INA,  see  pages  82-83. 

17  For  further  information  on  MITI,  see  pages  84-85. 
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General.  Export  Insurance. — The  Western  exporter  or  export  associa- 
tion may  obtain  General  Export  Insurance  coverage  for  short-term  East- 
West  trade.  MITI  provides  preshipment  coverage  for  commercial  risks  of 
up  to  60%  of  contract  value  on  individual'  policies  and  up  to  80% 
on  group  policies.  Both  preshipment  and  postshipment  coverage  are 
available  for  political  risks  up  to  90%  of  contract  value  for  short-term 
East-West  trade  transactions.  The  premium  is  based  on  the  country  of 
destination  and  on  the  length  of  the  risk  period — in  months  for  individual 
policies  and  on  a  1-year  term  for  group,  policies. 

Export  Bill  Insurance. — If  the  East-West  trade  transaction  is  financed 
through  a  Japanese  commercial  bank  authorized  to  deal  in  foreign  ex- 
change, the  bank  may  obtain  Export  Bill  Insurance  for  up  to  80%  of 
the  financed  portion.  MITI  provides  short-term  coverage  for  both  politi- 
cal and  commercial  risks  in  the  postshipment  period.  The  premium  on 
Export  Bill  Insurance  is  based  on  the  country  of  destination,  the  length 
of  the  risk  period  in  days,  and  the  type  of  credit  instrument  used. 
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IV.  PATTERNS  AND  PROCEDURES:  MEDIUM- 
AND  LONG-TERM  CREDIT 

Maturities  and  Interest  Rates 

Medium-term  financing  in  East-West  trade  customarily  follows  Berne 
Union  guidelines  with  maturities  of  between  1  and  5  years.1  However, 
in  France  and  Italy  maturities  extending  from  2  to  7  years  and  in  the 
United  Kingdom  maturities  from  2  to  5  years  are  considered  medium- 
term. 

In  the  early  1970s,  maturities  on  medium-term  East-West  trade 
financing  increasingly  stretched  to  include  terms  of  7  or  8  years  and 
exceptionally  to  10  or  12  years.  In  1974  and  1975,  when  Western 
financial  markets  contracted  sharply,  maturities  in  medium-term  East- 
West  trade  financing  retreated  to  lengths  more  closely  resembling  the 
guidelines  described  above. 

Long-term  financing  arrangements  customarily  available  in  other  inter- 
national trade  are  also  utilized  in  financing  East- West  trade.  Maturities 
usually  extend  from  5  to  12  years,  although  longer  terms  may  be  ar- 
ranged for  large  and  complex  projects.  Soviet  and  Eastern  European 
credits  for  imports  from  the  West  involve  medium-  and  long-term 
financing.  Many  medium-term  and  a  substantial  proportion  of  long-term 
East-West  trade  transactions  have  a  Western  government-supported 
export  credit  and/or  guarantee  component. 

Products  financed  on  a  medium-  or  long-term  basis  in  international 
trade  are  also  financed  on  this  basis  in  East-West  trade,  including  for 
example  capital  goods  and  equipment  as  well  as  complete  plants. 

A  major  problem  the  U.S.  businessman  faces  in  seeking  to  arrange 
medium-  and  long-  term  financing  for  his  exports  to  the  socialist  countries 
has  been  the  Soviet  and  East  European  attitude  toward  interest  rates. 
Soviet  and  East  European  buyers  consistently  insist  on  the  lowest  pos- 
sible interest  rates  for  medium-  and  long-term  export  credits,  claiming 
their  excellent  credit  standing  entitles  them  to  what  in  today's  capital 
markets  are  preferential  rates.  Their  persistence  in  pushing  for  low 
interest  rates  seems  to  reflect  the  practice  of  Soviet  and  East  European 
planners  who  set  maximum  interest  rates  for  financing  imports  and 
require  that  these  rates  not  be  exceeded.  This  limits  the  negotiating 
flexibility  of  the  socialist  buyers. 

1  For  further  information  on   the   Berne  Union,  see   pages  94-95. 
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In  many  instances  Soviet  and  East  European  importers  have  been 
successful  in  obtaining  6  to  6V/2  %  rates  for  medium-  and  long-term 
East-West  trade  financing,  but  since  the  summer  of  1973  a  floating  rate 
linked  to  either  the  U.S.  prime  rate  or  the  6-month  London  inter-bank 
offered  rate  for  the  dollar  (LIBOR)  has  usually  been  charged  by  Western 
commercial  banks  providing  East-West  trade  financing.  The  spread  above 
the  U.S.  prime  or  above  LIBOR  charged  by  the  banks  has  varied 
between  a  low  of  about  Vi  of  1%  to  a  high  of  Wi  to  2%,  depending 
not  only  on  the  credit  standing  of  the  borrower,  but  also  upon  prevailing 
financial  market  conditions. 

A  method  for  setting  interest  rates  commonly  used  in  U.S.  domestic 
transactions  is  being  applied  to  East-West  trade  financing  by  an  in- 
creasing number  of  U.S.  commercial  banks.  When  the  Soviet  or  East 
European  borrower,  generally  the  appropriate  Foreign  Trade  Bank,  does 
not  maintain  a  compensating  balance  at  the  U.S.  commercial  bank 
providing  the  export  credit,  the  U.S.  bank  will  often  charge  a  rate 
above  the  U.S.  prime  rate — for  example,  110  or  115%  of  the  prime 
rate — to  make  up  for  the  interest  income  foregone  by  the  U.S.  com- 
mercial bank  as  a  result  of  the  lack  of  such  a  compensating  balance. 
An  appropriate  fixed  margin,  usually  between  Vi  and  3A  of  1%,  is  then 
added  and  the  resulting  sum  is  quoted  as  the  interest  rate.  Because 
this  rate  is  linked  to  the  floating  prime  rate,  the  actual  interest  charged 
over  the  course  of  the  credit  fluctuates  and  thus  more  closely  reflects 
the  cost  of  money  to  the  lending  bank  than  would  a  fixed  rate. 

The  effective  interest  cost  to  the  socialist  importer  is  usually  lower 
than  the  market  rate  if  Western  government-supported  export  credits 
are  included  in  the  financing  package  (table  4.1).  This  interest  cost 
differential  is  also  present  in  Western  government-supported  financing 
arrangements  for  exports  to  other  world  areas. 

In  late  1974  and  early  1975  the  Western  government  component  of 
some  export  financing  for  trade  with  the  socialist  countries  began  to 
carry  an  interest  rate  of  at  least  7%  and  sometimes  higher.  This  raised 
the  effective  interest  cost  to  the  borrower,  even  though  in  a  particular 
transaction  the  average  of  the  combined  interest  rates  charged  on  the 
Western  government  export  credits  and  on  the  commercial  credits  has 
generally  remained  below  prevailing  market  rates. 

Many  Western  suppliers  simply  take  the  difference  between  the  effec- 
tive interest  rate  charged  by  the  banks  in  a  given  transaction  and  that 
extended  to  their  Soviet  or  East  European  trading  partner  and  either 
add  this  difference  to  the  sales  price  or  deduct  it  from  their  own  profit 
margin.  Although  socialist  buyers  know  that  such  additions  to  the  sales 
price  are  common,  they  dislike  the  practice  intensely  and  customarily 
negotiate  hard  to  bring  the  price  down. 

However,  this  approach  on  the  part  of  a  socialist  buyer  can  sometimes 
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Table  4.1.      Western  Government-Supported  Interest  Rates:  Effective  Rates* 

(December  1975) 

Medium-term  Long-term 

France    6.3-  7.5  7.5 

Germany  6.5-  8.0  7.5-  8.5 

Italy  9.0-1 1.0  9.0-1 1.0 

Japan  7.5-  8.0  7.5-  8.0 

United  Kingdom  7.5-  8.0  8.0-  9.0 

United  States**  8.5-9.5  8.5-9.5 


*  Effective  Rates:  Include  officially  quoted  rate;  commercial  bank  participation  financing,  if 
any;   typical  commercial  bank  charges  associated  with  that  financing;  and  exclude  all  insurance 

**  Rates  for  Eximbank  assume  a  prime  rate  of  8.5%  on  60%  of  the  contract  value. 

Source:  The  BRU  Export  Finance  Service  Annual  Report,  December  1975.  Banker  Research 
Unit,  London. 


be  turned  to  advantage  by  the  determined  Western  negotiator  who  has 
grounds  for  believing  his  product  is  high  on  the  socialist  buyer's  list  of 
priority  items.  Rather  than  pay  market  rates  of  interest  prevailing  the 
West,  Soviet  and  Eastern  European  buyers  have  on  occasion  paid  cash, 
even  in  large  transactions. 

While  the  East  Europeans  have  been  less  forthcoming  in  this  area, 
the  Hungarians  prefer  to  pay  cash  for  capital  goods  whenever  possible 
since  they  can  often  negotiate  a  price  discount  for  doing  so,  and  because 
they  have  been  relatively  successful  in  securing  untied  funds  either 
through  direct  loans  or  by  floating  bond  issues.  Thus,  the  U.S.  business- 
man should  first  explore  the  possibility  of  cash  payment  for  his  exports 
before  he  begins  discussing  credit  terms  in  any  detail. 

The  use  of  "deferred  payments"  by  the  People's  Republic  of  China 
(PRC)  for  periods  exceeding  18  months  is  still  so  new  that  an  attempt 
to  describe  the  Chinese  attitude  toward  any  financial  charges  involved 
in  such  arrangements  would  be  premature  at  this  time.  However,  like 
the  other  socialist  countries,  the  PRC  could  reasonably  be  expected  to 
seek  what  in  the  West  are  generally  regarded  as  below-market  or  pref- 
erential rates. 

Sources  of  Funds 

BANKS 

The  large  commercial  banks  in  the  United  States,  Western  Europe, 
and  Japan  are  the  most  substantial  source  of  medium-  and  long-term 
financing  in  East-West  trade.  They  provide  funds  directly  on  their  own 
account  and  also  in  conjunction  with  Western  government-supported 
export  credit  and/or  guarantee  and  insurance  programs. 

A  few  West  European  investment  banks  engage  in  East-West  trade 
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financing,  either  directly  or  through  their  association  with  certain  finan- 
cial institutions  which  are  also  active  in  financing  East-West  trade. 
Various  specialist  banks  and  specialized  East-West  banks  in  Western 
Europe  are  a  source  of  funds  for  East-West  trade  financing,  particularly 
for  nonrecourse  financing.2 

The  banks  active  in  providing  medium-  and  long-term  financing  for 
East-West  trade  provide  funds  through  the  same  commercial  banking 
channels  and  instruments  and  apply  many  of  the  same  criteria  of  financial 
analysis  that  they  customarily  utilize  in  providing  medium-  and  long- 
term  financing  for  exports  to  other  world  destinations. 

In  Western  Europe  the  large  commercial  banks  as  well  as  other 
banks  involved  in  East-West  trade  also  act  as  buyers  of  medium-  and 
long-term  export  paper  that  is  either  rediscounted  with  Western  govern- 
ment rediscount  organizations  or  sold  through  other  channels.  In  the 
United  States  comparatively  little  discounting  of  Soviet  or  East  European 
export  paper  has  occurred. 

CAPITAL  MARKETS 

As  in  international  trade  generally,  banks  utilize  both  domestic  and 
international  capital  markets  as  well  as  Eurocurrency  and  Eurobond 
markets  to  raise  funds  for  East-West  trade  financing. 

Eurocurrency  markets,  especially  in  London  and  Paris,  have  been 
active  in  providing  socialist  country  borrowers  with  medium-  and  long- 
term  general  purpose  funds.  By  contrast,  the  Eurobond  market  has 
hardly  been  utilized  at  all  by  the  socialist  Foreign  Trade  Banks.  The 
National  Bank  of  Hungary  has  floated  three  successful  Eurobond 
issues,  but  so  far  these  appear  to  be  the  only  examples  of  Eurobond 
activity  by  the  socialist  banks. 

Since  general  purpose  Eurocurrency  funds  can  be  put  to  almost  any 
use,  socialist  country  borrowers  have  turned  to  the  Eurocurrency  markets 
as  an  increasingly  important  source  of  funds  for  financing  East-West 
trade.  Medium-  and  long-term  Eurocurrency  loans  are  not  connected 
with  Western  government-supported  export  credit  systems,  nor  are  they 
insured  or  guaranteed  by  these  systems. 

Eurocurrency  funds  are  extended  to  Soviet  and  East-European  banks 
by  Western  commercial  banks,  frequently  through  a  consortium  man- 
aged by  one  or  more  of  the  major  commercial  banks.  Most  of  the 
socialist  countries  have  borrowed  on  the  Eurocurrency  markets  from 
such  Western  consortia.  U.S.  and  Japanese  banks  have  often  participated 
in  these  syndications. 


3  See  pages  70-71  for  a  discussion  on  nonrecourse  financing. 
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When  taking  part  in  Eurocurrency  syndications  to  the  Soviet  Union 
or  an  East  European  country,  U.S.  banks  usually  do  so  through  an 
overseas  branch  or  subsidiary  of  the  U.S.  parent:  Eurodollar  funds 
raised  and  booked  in  overseas  capital  markets  by  U.S.  banks  are  not 
regarded  as  falling  under  the  provisions  of  the  Johnson  Debt  Default 
Act,  as  amended  (18  U.S.C.  Sec.  955 ).3 

All  Soviet  banks  in  the  West  are  active  in  the  Eurocurrency  markets, 
particularly  Eurobank  (Paris)  and  Moscow  Narodny  Bank  (London). 
Because  Eurocurrency  markets  are  essentially  unregulated  by  European 
banking  authorities,  Eurocurrency  banks  can  pay  more  on  deposits, 
charge  less  for  loans,  and  still  maintain  a  comfortable  and  profitable 
spread  between  the  two  interest  rates. 

Eurocurrency  credits  normally  carry  an  interest  rate  spread  of  between 
7/16  and  2%  over  the  prevailing  rate  earned  on  6-month  Eurodollar 
deposits,  depending  on  both  the  credit  standing  of  the  borrower  and 
current  capital  market  conditions.  Following  the  sharp  contraction  in 
Western  capital  markets  in  1974  and  1975,  spreads  on  Eurocurrency 
transactions  generally  increased  to  all  borrowers  and  were  commonly 
about  Wa  to  2%  on  loans  to  the  Soviet  Union  and  the  Eastern 
European  countries. 

The  two  regional  CMEA  banks,  the  International  Bank  for  Economic 
Cooperation  (IBEC)  and  the  International  Investment  Bank  (IIB), 
have  also  borrowed  on  the  Eurocurrency  markets,4  although  less  ex- 
tensively than  the  socialist  countries  themselves. 

When  a  socialist  Foreign  Trade  Bank  decides  to  raise  funds  on  the 
Eurocurrency  market,  it  seeks  the  aid  of  a  Western  commercial  bank 
to  sound  out  the  market.  If  the  designated  bank  is  a  Soviet  bank  in  the 
West,  it  follows  the  procedure  customary  among  other  Western  com- 
mercial banks  for  arranging  a  large  syndicated  loan.  For  example,  the 
lead  bank  evaluates  the  availability  and  cost  of  funds,  indicates  the 
appropriate  number  of  participating  banks  and  negotiates  the  terms  of 
their  participation  in  the  syndication.  In  many  instances  the  Foreign 
Trade  Bank  may  prefer  to  keep  the  transaction  confidential,  especially 
if  it  intends  to  use  the  hard  currency  obtained  to  cover  an  unexpected 
balance  of  payments  shortfall  or  to  repay  an  earlier  loan.  However, 
some  Eurocurrency  transactions  are  made  public  and  occasionally  are 
announced  with  an  air  of  modest  fanfare,  although  usually  only  after  the 
details  have  been  worked  out  and  the  arrangements  completed. 

PRIVATE  PLACEMENTS 

A  market  which  is  often  regarded  as  being  parallel  to  the  Eurobond 
market   exists   in    East-West   trade   financing.    Activity    in   this   market 

3  For    a   fuller    discussion   of   the    financial    restrictions    imposed   by    the   Johnson    Default    Act, 
see  pages  93-94. 

1  For  a   discussion  of  the  CMEA   banks,  see   pages    11-13   and  Table  2.1. 
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occurs  when  private  placements  of  medium-  and  long-term  paper  arising 
from  East-West  trade  are  arranged.  British  merchant  banks,  specialized 
institutions  in  Zurich  and  Vienna,  and  various,  investment  banks  in 
Western  Europe  have  private  clients  who  are  often  interested  in  investing 
in  such  obligations. 

INTERNAL  CORPORATE  FUNDS 

Firms  use  internal  corporate  funds  to  cover  that  portion  of  the  medium- 
and  long-term  East-West  trade  financing  which  is  customarily  retained 
by  the  exporter. 

To  reduce  the  risk  it  undertakes  in  financing  East-West  trade,  a 
commercial  bank  normally  requires  the  Western  exporter  to  participate 
in  about  10  to  20%  of  the  financed  portion  of  the  transaction.  This 
assures  the  exporter's  continuing  involvement  and  cooperation  in 
collection. 

Western  government-supported  export  credit  and /or  guarantee  pro- 
grams also  require  exporter  retention  of  part  of  either  the  contract 
price  or  the  financed  portion  of  the  transaction.  While  the  exact  per- 
centage varies  from  country  to  country,  it  usually  ranges  from  10  to 
20%,  depending  on  the  Western  government-supported  program  under 
which  the  financing  is  arranged. 

Since  the  socialist  buyer  is  normally  expected  to  make  an  initial  cash 
downpayment  of  10  to  20%  of  the  contract  price  to  the  Western  ex- 
porter, the  financed  portion  is  then  respectively  90  to  80%  of  the 
contract  price.  Therefore,  if  the  socialist  buyer  makes  a  downpayment 
of  10%  of  the  contract  price  to  the  Western  exporter  and  the  exporter 
is  required  by  the  commercial  bank  and/or  the  Western  government- 
supported  export  credit  program  to  retain  20%  of  the  financed  portion, 
this  retention  would  then  be  equal  to  18%  of  the  contract  price.  Fre- 
quently the  Western  exporter  will  arrange  parallel  financing  to  cover 
the  required  exporter  retention  portion  of  the  transaction  so  that  the 
firm  does  not  carry  the  socialist  buyer's  obligation  on  its  books. 

WESTERN  GOVERNMENT  SOURCES 

Medium-  and  long-term  financing  for  trade  with  the  Soviet  Union  and 
the  Eastern  European  countries  is  available  through  most  Western 
government-supported  export  credit  programs.  Presumably  Western 
government  support  for  medium-  and  long-term  export  financing  to  the 
PRC  will  be  made  available  as  required  should  the  PRC  become  more 
extensively  involved  in  such  deferred  payment  financing. 

Western  government  support  is  provided  either  directly  as  credits 
extended  to  buyers  and  suppliers  by  the  Western  government  or  govern- 
ment-related institutions,  or  indirectly  by  their  support  of  participating 
commercial   bank  financing  through  various  repayment  guarantees,  in- 
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WESTERN  GOVERNMENT  EXPORT  CREDIT 
INSTITUTIONS 

UNITED  KINGDOM 

None.  See  page  72  for  ECGD 

FRANCE 

Banque  Franchise  du  Commerce  Exterieur 
25  Boulevard  Haussmann 
75009  Paris,  France 

Tel:  233  44-45 
Telex:  66-370 

FEDERAL  REPUBLIC  OF  GERMANY 

Ausfuhrkredit-Gesellschaft  mbH 
6000  Frankfurt/Main  1 
Grosse  Gallusstrasse  1-7 
Postfach  2125 
Germany 

Tel.:  (0611)  SaNr.  2  06  01 
Telex:  04  11  778 

Gesellschaft  zur  Finanzierung  von  Industriealagen  mbH 

6000  Frankfurt/Main  1 

Grosse  Gallusstrasse  1-7 

Postfach  3529 

Germany  (For  GDR  Trade  only) 

Tel.:   (0611)  29  44  11 
Telex:  411  778 

Kreditanstalt  (fur  Wiederaufbau 
6  Frankfurt /Main 
Palmengartenstrasse  5-9 
Germany 

Tel.:  74-311 
Telex:  41  13  52 

ITALY 

Mediocredito  Centrale 
Via  Piemonte,  51 
00187  Rome,  Italy 

Tel:  475-6541 
Telex:  Not  listed 
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Export  Credit  Institutions — Continued 

JAPAN 

The  Export-Import  Bank  of  Japan 
9-1,  Ohtemachi  -  1  chome 
Chiyada-ku,  Tokyo  (¥100) 
Japan 

Tel:  270-4311 
Telex:  222  37  28 

The  Export-Import  Bank  of  Japan  (Representative  Office) 
1707  H  Street,  N.W.  Suite  100 
Washington,  D.C.  20006 
United  States 

Tel:  202-331-8547 
Telex:  23  24  547 

UNITED  STATES 

The  Export-Import  Bank  of  the  United  States 
811  Vermont  Avenue,  N.W. 
Washington,  D.C. 
United  States 

Tel:   202-382-8400 
Telex:  89  461 


terest   rate   subsidies,   and   selected   portfolio  refinancing  or  rediscount 
programs. 

In  Western  Europe  and  Japan  many  medium-term  and  a  substantial 
proportion  of  long-term  East-West  trade  transactions  have  a  Western 
government-supported  export  credit  and/or  guarantee  component.  The 
U.S.  businessman  with  an  overseas  manufacturing  affiliate  located  in  one 
of  the  Western  countries  and  involved  in  East-West  trade  will  usually 
find  that  products  from  this  plant  are  eligible  for  host  country  govern- 
ment-supported export  credit.5 

Because  the  products  are  produced  locally,  they  are  normally  re- 
garded as  host  country  domestic  production  and  hence  are  usually 
eligible  for  government-supported  export  financing.  Such  eligibility  can 
be  important  to  the  U.S.  businessman  in  facilitating  his  exports  to 
socialist  countries  when  East-West  trade  financing  from  U.S.  sources 
is  unavailable. 

For  example,  the  U.S.  commercial  bank  or  group  of  banks  with 
whom  the  U.S.  businessman  normally  finances  his  exports  may  have 


5  For    discussion    of    West    European    and    Japanese    government-supported    export    credit    and 
guarantee  programs,  see  pages  38-44,  50-69,  and  71-85. 
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reached  its  legal  lending  limit  for  the  particular  socialist  country 
involved,  or  the  Export-Import  Bank  of  the  United  States  may  be  pro- 
hibited by  the  1974  legislation  discussed  below  from  supporting  exports 
of  U.S.  goods  and  services  to  a  particular  socialist  country.  In  such 
circumstances  it  may  be  necessary  for  the  U.S.  businessman  to  export 
from  his  off-shore  installation  if  he  is  to  make  the  sale  at  all.  Thus  the 
U.S.  businessman  may  find  it  useful  to  explore  the  possibility  of  obtain- 
ing East-West  trade  financing  from  host  country  government-supported 
export  credit  systems.  A  European  branch  or  subsidiary  of  a  U.S. 
commercial  bank  or  the  local  host  country  bank  with  whom  the  U.S. 
businessman  maintains  a  relationship  can  provide  information  and 
guidance  on  host  government  regulations  and  practices  in  this  area. 

United  States 

U.S.  East-West  Trade  Financing  Legislation:  1974. — Enactment  of 
the  Trade  Act  of  1974  6  prohibited  the  U.S.  Government  from  extending 
export  credits,  credit  guarantees,  or  investment  guarantees  directly  or 
indirectly  to  any  nonmarket  economy  country  which  denies  its  citizens 
freedom  of  emigration.  This  prohibition  applies  to  all  U.S.  Government 
programs,  including  those  of  the  Export-Import  Bank  of  the  United 
States  (Eximbank),  the  Commodity  Credit  Corporation  of  the  U.S. 
Department  of  Agriculture,  and  the  Overseas  Private  Investment  Cor- 
poration (OPIC).7  Since  the  provisions  of  the  Act  do  not  apply  to  any 
nonmarket  economy  country  which  enjoyed  Most-Favored-Nation  tariff 
treatment  upon  enactment  of  the  Trade  Act,  Poland  is  exempt  from 
these  provisions. 

In  addition,  Romania  has  been  able  to  participate  in  U.S.  Govern- 
ment export  credit,  credit  guarantee,  and  investment  guarantee  pro- 
grams, since  under  terms  of  Section  402(c)  of  the  Act,  the  President 
of  the  United  States  waived  the  application  to  Romania  of  the  freedom 
of  emigration  provisions  (April  1975),  and  the  U.S.  Congress  approved 
the  Trade  Agreement  between  Romania  and  the  United  States  (August 
1975).  Among  other  things,  the  Trade  Agreement  provided  for  the 
extension  of  Most-Favored-Nation  tariff  treatment  to  U.S.  imports  of 
Romanian  goods. 

Furthermore,  Section  613  of  the  Trade  Act  and  Section  7(b)  of 
the  Export-Import  Bank  Act  of  1945,  as  amended  in  19748  impose  a 
$300  million  ceiling  on  new  Eximbank  authorizations  to  finance  U.S. 
exports  to  the  Soviet  Union.  Of  this  amount,  not  more  than  $40  million 
may  be  used  for  the  purchase,  lease  or  procurement  of  any  product  or 


6  See   selected   provisions   of   Title   IV   of  the   Trade   Act   of   1974,    19   U.S.C.    §§2431   et  seq., 
P.L.  93-618,  (Jan.  3,  1975),  especially  §  402  thereof,  19  U.S.C.  §  2432. 

7  For  a  discussion  of  OPIC  programs  available  in  trade  with  Romania,  see  pages  95-96. 

8  The  Export-Import   Bank   Act  of    1945,    12   U.S.C.   §§   635,   et  seq.,   with  particular  reference 
to  Sections  2(b)(2)    and  7(b)    of  that   Act,  as  amended  by  P.L.  93-646,   (Jan.  4,   1975). 
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service  involving  research  and  exploration  of  fossil  fuel  energy  re- 
sources. Moreover,  no  part  of  it  may  be  used  for  products  or  services 
for  the  production,  processing,  or  distribution  of  fossil  fuel  energy  re- 
sources. The  President  of  the  United  States  may  raise  this  $300  million 
ceiling  if  he  deems  it  in  the  national  interest  to  do  so.  However,  before 
the  President's  action  can  take  effect,  both  Houses  of  Congress  must 
approve  it  by  passage  of  a  concurrent  resolution.  Financing  extended  for 
U.S.  exports  to  the  Soviet  Union  prior  to  the  passage  of  this  legislation 
is  not  affected  by  it. 

Export-Import  Bank  of  the  United  States. — The  Export-Import  Bank 
of  the  United  States  (Eximbank)  is  an  independent  agency  of  the  U.S. 
Government.  The  Bank  does  not  use  appropriated  monies  to  fund  its 
export  financing  operations,  but  finances  its  loan,  guarantee  and  in- 
surance programs  from  the  following  sources:  (1)  repayments  of  prin- 
cipal and  interest  on  outstanding  loans  and  other  fees  charged  for  Bank 
services;  (2)  short-term  borrowings  from  the  U.S.  Treasury  to  cover 
day-to-day  financing  needs  on  which  the  Bank  pays  the  current  interest 
rate.  These  short-term  borrowings  are  rolled  over  periodically  into 
medium-term  borrowings  from  the  private  market  and  the  Federal 
Financing  Bank  on  which  Eximbank  pays  a  market  interest  rate.  In 
addition,  Eximbank  uses  $1  billion  in  capital  stock  subscribed  by  the 
U.S.  Treasury  in  1945  (on  which  the  Bank  has  paid  $926  million  in 
dividends  through  the  end  of  fiscal  year  1975)  and  $1.62  billion  in 
retained  earnings  accumulated  from  its  annual  profits. 

Eximbank's  primary  function  is  to  aid  in  financing  and  to  facilitate 
exports  of  U.S.  goods  and  services.  To  achieve  this  purpose,  Eximbank 
operates  a  variety  of  programs,  many  of  which  have  been  utilized  in 
financing  East-West  trade.  These  include  the  Direct  Lending  and  Finan- 
cial Guarantee  Programs  which  are  frequently  limited  to  larger  sales  of 
U.S.  products  and  services.  The  Cooperative  Financing  Facility  and  the 
Discount  Loan,  Commercial  Bank  Guarantee,  and  Insurance  Programs 
assist  U.S.  exporters  in  smaller  sales  of  products  and  services. 

Export  credits  provided  by  a  U.S.  commercial  bank  and  guaranteed 
by  Eximbank  are  not  charged  against  the  U.S.  commercial  bank's  legal 
lending  limit  under  the  provisions  of  12  C.F.R.  Part  6. 

Eximbank  interest  rates  to  the  socialist  countries  as  to  other  bor- 
rowers range  from  %lA  to  9Vi%  (as  of  February  1976),  with  the 
combined  interests  rates  on  Eximbank-private  bank  credits  resulting  in 
a  blended  rate.  On  occasion,  Eximbank  is  prepared  to  go  as  low  as 
necessary  to  meet  foreign  government-supported  competition,  provided 
that  the  blend  of  Eximbank  and  private  bank  rates  does  not  fall  below 
the  1Vi%  floor  on  which  the  major  industrial  countries  have  agreed. 

Direct  Lending. — Eximbank  provides  medium-  and  long-term  buyer 
credits  through  its  Direct  Lending  Program  for  U.S.  exports  to  Poland 
and   Romania.   These   loans  are  dollar  credits   extended  by  Eximbank 
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directly  to  East  European  borrowers  acceptable  to  Eximbank  for  pur- 
chase of  U.S.  goods  and  services.  Application  for  Direct  Loans  must  be 
made  to  Eximbank  by  the  prospective  socialist  borrower,  usually  the 
appropriate  Foreign  Trade  Bank.  Proceeds  of  the  loans  are  used  to  pay 
U.S.  suppliers  of  the  goods  and  services.  The  loans  plus  interest  must 
be  repaid  in  dollars  by  the  socialist  borrowers. 

Eximbank  Direct  Loans  for  both  medium-  and  long-term  export 
credits  supplement  private  sources  of  financing  for  East-West  trade, 
including  commercial  banks  and  internal  corporate  funds.  Through  this 
program,  Eximbank  participates  in  medium-term  loans  for  East-West 
trade  financing,  and  also  provides  the  long-term  financing  component 
for  transactions  in  which  a  commercial  bank  or  group  of  banks  takes  the 
short-  and  medium-term  portions.  Since  U.S.  commercial  banks  custo- 
marily do  not  extend  long-term  export  credits,  Eximbank  participation 
is  necessary  if  East-West  trade  transactions  which  would  normally 
require  long-term  credits  are  to  be  financed  from  U.S.  sources. 

For  both  medium-  and  long-term  financing  under  the  Direct  Loan 
Program,  the  Eximbank  share  may  range  between  30  and  55%  of  the 
contract  price,  with  the  U.S.  commercial  banks  or  other  financial  institu- 
tions acceptable  to  Eximbank  providing  the  remainder  of  the  financed 
portion. 

Preliminary  Commitments. — In  appropriate  cases  Eximbank  is  pre- 
pared to  provide  Preliminary  Commitments  outlining  the  amount,  terms 
and  conditions  of  the  financial  assistance  it  will  extend  to  purchasers  of 
U.S.  goods  and  services.  Preliminary  Commitments  are  frequently  re- 
quested in  the  larger  transactions  when  the  U.S.  seller  or  the  socialist 
buyer  may  need  direct  financing  from  Eximbank  because  sufficient  pri- 
vate capital  is  unavailable  on  appropriate  terms  and  conditions. 

Applications  for  Preliminary  Commitments  may  be  submitted  by  the 
prospective  socialist  borrower,  usually  the  appropriate  Foreign  Trade 
Bank,  by  the  U.S.  supplier,  or  by  a  participating  financial  institution. 
Eximbank  does  not  use  a  standard  application  form  for  this  program 
because  the  information  required  to  process  a  request  may  vary  from 
case  to  case  depending  on  the  size,  nature,  and  location  of  the  individual 
project  or  project  transaction  and  the  financial  strength  of  the  borrower 
and/or  guarantor. 

The  application  for  a  Preliminary  Commitment  should  be  in  the 
form  of  a  letter  to  Eximbank  and  should  include  or  be  accompanied  by 
information  necessary  for  Eximbank  to  appraise  the  financial,  economic 
and  technical  aspects  of  the  proposed  transaction. 

Financial  Guarantees. — If  required  by  the  commercial  bank  or  other 
financial  institution  providing  the  funds  (either  a  U.S.  or  non-U. S. 
financial  institution  acceptable  to  Eximbank),  Eximbank  may  extend 
its  Financial  Guarantee  assuring  the  repayment  of  credits  provided  by 
private  lenders  to  East  European  buyers  of  U.S.  goods   and  services. 
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This  Guarantee  is  backed  by  the  full  faith  and  credit  of  the  United 
States  of  America. 

For  both  medium-  and  long-term  East-West  trade  transactions  in 
which  Eximbank  participates  through  its  Direct  Lending  Program,  the 
Financial  Guarantee  may  cover  that  part  of  the  transaction  financed  by 
commercial  banks  or  other  financial  institutions  acceptable  to  Eximbank. 
Thus,  the  Guarantee  may  cover  the  35  to  60%  of  the  contract  price 
financed  by  private  lenders.  For  individual  East-West  trade  transactions 
in  which  Eximbank  does  not  provide  direct  credits,  the  Guarantee  may 
cover  up  to  85%  of  the  contract  price. 

Eximbank  charges  a  commitment  fee  of  Vs  of  1%  for  the  Financial 
Guarantee  and  a  guarantee  fee  of  3A  to  1  Vi  %  per  annum  on  the  out- 
standing balance  of  the  guaranteed  loan.  The  guarantee  fee  is  a  fixed 
charge  set  at  the  time  the  Financial  Guarantee  is  issued.  It  remains  the 
same  for  the  duration  of  the  guaranteed  loan.  Although  the  East  Euro- 
pean buyer  customarily  pays  these  fees,  Eximbank  charges  them  to  the 
lending  institution  in  the  United  States  with  the  expectation  that  the  fees 
will  ultimately  be  passed  on  to  the  buyer. 

Cooperative  Financing  Facility. — Under  the  Cooperative  Financing 
Facility  (CFF),  Eximbank  extends  medium-term  lines  of  credit  in  dollars 
directly  to  selected  financial  institutions  outside  the  United  States.  These 
institutions  use  the  funds  for  dollar  credits  to  buyers  of  U.S.  goods  and 
services.  Financing  for  U.S.  exports  to  Poland  and  Romania  is  available 
on  a  case-by-case  basis  under  this  program. 

The  U.S.  supplier  whose  export  sale  to  an  East  European  buyer  is 
financed  under  the  CFF  is  paid  immediately  in  cash  (dollars)  by  a 
Cooperating  Institution  abroad,  usually  through  the  U.S.  exporter's  own 
commercial  bank  or  through  one  of  its  correspondent  banks  in  the 
United  States. 

Nearly  50  U.S.  banks  with  branches,  subsidiaries  and/or  representa- 
tive offices  abroad  participate  as  active  Cooperative  Institutions  of  the 
CFF,  among  them  all  of  the  U.S.  banks  which  at  present  also  have  a 
branch  or  representative  offices  in  the  Soviet  Union  or  Eastern  Europe. 

Other  financial  institutions  outside  the  United  States  also  serve  as  Co- 
operating Institutions,  including  a  number  of  leading  West  European 
and  Japanese  commercial  and  investment  banks  with  whom  socialist  buy- 
ers are  used  to  doing  business  and  with  whom  in  many  instances  they 
have  had  long  and  well-established  relationships.  In  Eastern  Europe,  Co- 
operating Institutions  that  engage  in  East-West  trade  financing  include 
the  Foreign  Trade  Banks  of  Poland  and  Romania.9  A  list  of  active  CFF 
Cooperating  Institutions  can  be  obtained  upon  request  from  Eximbank. 

The  socialist  buyer  acting  on  his  own  or  at  the  suggestion  of  the  U.S. 
supplier  normally  initiates  the  request  for  financing  assistance  under  the 
CFF  by  applying  to  a  Cooperating  Institution.  In  Poland  or  Romania, 


9  See  box  on  page  57  for  their  addresses. 
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EAST  EUROPEAN  CFF  COOPERATING  INSTITUTIONS 

POLAND 

Bank  Handlowy  w  Warszawie,  S.A. 
ill.  Traugutta  7,  Skr.  poczt.  129 
00-950  Warszawa,  Poland 

ROMANIA 

Romanian  Bank  for  Foreign  Trade 
Calea  Victoriei  22-24 
Bucharest,  Romania 


for  example,  the  socialist  buyer  would  probably  apply  to  the  appropriate 
Foreign  Trade  Bank. 

If  the  Cooperating  Institution  agrees  to  extend  financing  to  the  East 
European  buyer  under  the  CFF,  the  Cooperating  Institution  then  applies 
to  Eximbank  for  approval  of  a  subloan  under  its  line  of  credit.  Applica- 
tion for  preliminary  approval  by  Eximbank  may  be  sent  by  telex.  Exim- 
bank usually  reviews  the  application  within  48  hours  of  receipt,  except 
in  unusual  cases. 

U.S.  businessmen  should  note  that  under  Eximbank's  CFF,  negotia- 
tion for  East-West  trade  financing  to  purchase  U.S.  products  is  con- 
ducted with  the  socialist  buyer's  own  Foreign  Trade  Bank  as  the  local 
Cooperating  Institution  instead  of  with  the  U.S.  supplier,  a  U.S.  com- 
mercial bank,  or  Eximbank  itself.  However,  loans  arranged  between  the 
Cooperating  Institution  and  the  East  European  buyer  of  U.S.  goods  and 
services  should  not  be  finalized  before  Eximbank  approves  the  financing 
under  the  CFF  program. 

Under  the  CFF,  the  East  European  buyer  must  make  a  minimum 
cash  downpayment  of  10%  of  the  contract  value  to  the  U.S.  exporter 
on  or  before  delivery  of  the  products.  The  remaining  90%  of  the  contract 
price  is  eligible  for  financing,  with  Eximbank  extending  half  of  the 
amount  and  the  local  Cooperating  Institution,  usually  the  appropriate 
East  European  bank,  providing  the  other  half  from  its  own  resources  or 
by  borrowing  from  a  third  party. 

Eximbank  charges  the  Cooperating  Institution  a  commitment  fee  of 
Vi  %  per  annum  on  the  undisbursed  portion  of  Eximbank's  half  of  the 
loan,  beginning  60  days  from  the  date  of  final  approval  of  the  loan. 

If  the  East  European  bank  decides  to  borrow  its  half  of  the  financed 
portion  from  a  third  party,  the  third  party  is  normally  a  U.S.  correspond- 
ent bank.  Eximbank  may  consider  extending  a  Financial  Guarantee  for 
such  a  third  party  loan,  provided  the  funds  for  the  loan  are  raised  from 
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sources  outside  the  United  States.  Eximbank  charges  the  third  party  bank 
a  guarantee  fee  of  V2  %  per  annum  on  outstanding  balances. 

Repayment  terms  for  East-West  trade  transactions  supported  under 
the  CFF  are  the  same  as  those  customary  in  international  trade  for  the 
particular  products  involved.  Maturities  are  generally  medium-term  (1  to 
5  years),  although  longer  terms  may  be  considered  when  appropriate. 
The  interest  rate  for  a  specific  East-West  financing  arrangement  is  a 
blend  of  the  rates  charged  on  the  respective  participations  by  Eximbank, 
the  Cooperating  Institution  and,  if  there  is  one,  the  third  party  bank. 

The  repayment  risk  of  the  East  European  buyer  is  assumed  entirely 
by  the  appropriate  East  European  or  other  bank  serving  as  Cooperating 
Institution,  as  is  all  servicing  of  the  loan.  Eximbank's  involvement  is 
limited  strictly  to  its  loan  to  the  Cooperating  Institution  and  to  the 
terms  of  its  Financial  Guarantee,  if  applicable. 

Medium-Term  Discount  Loan  Program. — For  the  smaller  sales  of 
U.S.  products  and  services  to  Poland  and  Romania,  Eximbank  through 
its  Discount  Loan  Program  facilitates  the  extension  of  medium-term  sup- 
plier credits  by  commercial  banks  and  other  appropriate  financial  insti- 
tutions in  the  United  States.  The  program  is  designed  to  assist  commer- 
cial banks  as  well  as  Edge  Act  and  "Agreement"  corporations  (here- 
after referred  to  as  banks)  in  financing  current  exports  of  U.S.  goods 
and  services  from  the  United  States.10 

A  commercial  bank  doing  business  in  the  United  States  may  request  a 
medium-term  Discount  Loan  from  Eximbank  against  an  eligible  export 
debt  obligation  (usually  a  promissory  note)  of  a  foreign  obligor  ac- 
ceptable to  Eximbank.  In  trade  with  Eastern  Europe  the  foreign  obligor 
is  the  socialist  borrower.  The  eligible  export  debt  obligation  means  the 
indebtedness  the  East  European  borrower  incurs  in  financing  a  purchase 
of  U.S.  exports.  The  maturity  of  the  original  East  European  obligation 
must  generally  be  between  12  months  and  5  years.  However,  Eximbank 
will  consider  making  Discount  Loans  on  longer  terms  to  meet  demon- 
strated foreign  government-supported  competition.  The  evidence  of  the 
East  European  obligor's  debt  obligation  may  be  in  any  form  satisfactory 
to  Eximbank  including,  but  not  limited  to,  a  promissory  note,  draft, 
or  contract.  Eximbank  reserves  the  right  to  decline  on  a  case-by-case 

basis  to  make  a  loan  against  any  particular  obligation. 

If  Eximbank  agrees  to  make  such  a  loan  to  a  commercial  bank  in 
the  United  States,  Eximbank  will  make  an  advance  commitment  to  extend 
a  Discount  Loan  to  the  commercial  bank  for  up  to  100%  of  the  eligible 
export  debt  obligation  arising  from  current  U.S.  exports  to  one  of  the 
two  East  European  countries  listed  on  page  53.  Requests  for  an  ad- 
vance commitment  may  be  submitted  to  Eximbank  by  application  or 
telex,  or  by  telephone  with  confirming  information  sent  by  mail. 


10  "Agreement--  corporations  operating  under  12  U.S.C.,  Sec.  611.  et  seq. 
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Application  for  a  Discount  Loan  must  be  made  by  the  commercial 
bank  before  the  U.S.  supplier  ships  the  goods  and  services  purchased 
by  the  socialist  importer.  The  application  for  an  advance  commitment 
must  contain  a  statement  that  the  commercial  bank  would  not  be  pre- 
pared to  extend  financing  on  indicated  terms  without  an  Eximbank  com- 
mitment to  make  a  Discount  Loan. 

When  the  commercial  bank  has  an  advance  commitment  from  Exim- 
bank under  the  Discount  Loan  Program,  the  commercial  bank  can  then 
extend  export  credits  either  to  the  U.S.  supplier  or  to  the  East  European 
borrower  to  finance  the  proposed  East-West  trade  transaction.  The  debt 
obligation  of  the  East  European  borrower  must  be  repaid  in  dollars  to 
the  U.S.  supplier  or  to  the  commercial  bank  in  the  United  States  which 
extended  the  financing.  The  commercial  bank  repays  its  own  obligation 
to  Eximbank  under  the  Discount  Loan  Program  in  agreed-upon  quar- 
terly, semiannual,  or  annual  installments,  as  appropriate. 

The  interest  rate  Eximbank  charges  on  a  Discount  Loan  for  financing 
East- West  trade  is  determined  by  the  same  procedure  as  the  rate  for  a 
Discount  Loan  facilitating  U.S.  exports  to  any  other  world  destination. 
The  interest  rate  is  1  %  below  the  interest  yield  to  the  commercial  bank 
on  the  East  European  export  obligation,  but  not  lower  than  the  estab- 
lished Eximbank  minimum  Discount  Loan  rate  (at  8%  as  of  February 
1976)  in  effect  at  the  time  Eximbank  issues  its  advance  commitment  for 
the  specific  transaction. 

Eximbank  charges  a  commitment  fee  of  lA  of  1  %  of  the  amount  of  the 
Discount  Loan,  payable  within  120  days  of  the  day  Eximbank  issues 
its  advance  commitment. 

It  is  not  necessary  for  the  East  European  eligible  debt  obligation  to 
be  insured  or  guaranteed  in  order  for  a  commercial  bank  to  obtain  a 
Discount  Loan  from  Eximbank. 

Additional  information  on  Eximbank  programs  may  be  obtained  by 
contacting  the  Export-Import  Bank  of  the  United  States  directly.  See 
page  52  for  the  address,  telephone  and  telex  numbers. 

Private  Export  Funding  Corporation. — The  Private  Export  Funding 
Corporation  (PEFCO)  of  New  York  was  established  in  May  1971  by 
55  U.S.  commercial  banks,  including  most  of  the  major  banks  involved 
in  export  financing,  7  industrial  corporations  and  1  investment  bank. 
PEFCO  obtains  its  funds  through  a  combination  of  short-term  borrow- 
ing and  the  issuance  of  intermediate  or  long-term  notes. 

PEFCO's  sole  business  is  making  loans  to  overseas  buyers  to  finance 
purchases  of  U.S.  goods  and  services.  All  PEFCO  loans  are  subject  to 
approval  by  the  Export-Import  Bank  of  the  United  States  (Eximbank) 
as  to  interest  rate  and  repayment  terms.  Eximbank  also  unconditionally 
guarantees  the  repayment  of  principal  and  interest  on  all  export  loans 
made  by  PEFCO.  As  a  result  of  its  close  association  with  the  Bank, 
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'PEFCO  can  at  present  (February  1976)  provide  financing  for  East-West 
trade  only  to  buyers  in  Poland  and  Romania.11 

When  PEFCO's  participation  in  an  export  transaction  is  desired,  the 
U.S.  commercial  bank  applies  directly  to  PEFCO,  asking  that  it  partici- 
pate for  a  specific  amount  to  be  repaid  from  certain  designated  maturi- 
ties. PEFCO  then  applies  to  Eximbank  for  permission  to  engage  in  the 
transaction  under  Eximbank's  guarantee. 

Although  PEFCO  extends  financing  primarily  for  medium-term  maturi- 
ties, final  maturities  on  its  loan  commitments  have  varied  from  4  to  15 
years.  PEFCO  establishes  its  interest  rates  on  the  basis  of  money  market 
conditions  and  loan  maturity.  However,  it  charges  an  additional  Vi  of 
1  %  per  annum  on  loans  not  sponsored  by  a  PEFCO  shareholder. 
PEFCO  charges  a  commitment  fee  of  Vi  of  1  %  on  the  undisbursed 
balance  of  each  commitment  from  date  of  acceptance  of  an  offer  by  the 
borrower,  and  a  guarantee  fee  for  the  required  guarantee  as  established 
by  Eximbank. 

Further  information  on  PEFCO  financing  can  be  obtained  from  the 
Private  Export  Funding  Corporation,  280  Park  Avenue,  New  York, 
New  York  10017. 

United  Kingdom 

Export  Credits  Guarantee  Department. — The  Export  Credits  Guaran- 
tee Department  (ECGD)  is  a  British  Government  department  which  sup- 
ports both  medium-  and  long-term  buyer  and  supplier  credits  for  export 
of  all  goods  and  services,  including  capital  equipment.  Although  it  does 
not  extend  export  credits  for  East-West  trade  directly,  the  ECGD  sup- 
ports both  buyer  and  supplier  credits  which  the  British  clearing  banks 
involved  in  East-West  trade  financing  provide.  It  does  so  by  offering 
100%  unconditional  repayment  guarantees,  interest  rate  subsidies  and 
limited  portfolio  refinancing. 

For  a  discussion  of  the  ECGD's  credit  insurance  and  guarantee  pro- 
grams, see  pages  22-23,  41-42,  and  78-79. 

Additional  information  on  ECGD  support  in  financing  East-West  trade 
can  be  obtained  by  contacting  the  Export  Credits  Guarantee  Depart- 
ment directly,  or  from  the  British  clearing  banks.  See  page  72  for  the 
ECGD  address,  telephone  and  telex  numbers. 

France 

Banque  Francaise  du  Commerce  Exterieur. — The  Banque  Fran- 
chise du  Commerce  Exterieur  (BFCE)  is  a  publicly  chartered  bank  whose 
capital  is  held  by  the  Banque  de  France  (the  French  central  bank),  the 
three  nationalized  banks  (the  Credit  Lyonnaise,  the  Societe  Generate, 
and  the  Banque  Nationale  de  Paris,  which  together  account  for  at  least 


11  See   pages   53-54,    for  a  discussion   of  U.S.   legislation  affecting  East-West  trade  financing. 

60 


two-thirds  of  total  banking  business  in  France),  and  several  other  public 
and  quasi-public  financial  institutions. 

The  BFCE  supports  and  facilitates  French  export  financing,  including 
East-West  trade  financing.  It  will  assume  the  repayment  for  medium-term 
(2  to  7  years)  supplier's  credits  extended  through  commercial  bank  loans 
for  exports  to  socialist  countries.  To  do  so,  the  BFCE  endorses  the  com- 
mercial bank  obligation  before  it  is  refinanced  by  the  Banque  de  France. 
A  BFCE  endorsement  is  not  required  for  medium-term  credits  advanced 
directly  to  socialist  buyers — buyer's  credits — although  these  credits  must 
also  be  channeled  through  the  BFCE  before  they  can  be  refinanced  by 
the  Banque  de  France.  Only  insured  or  guaranteed  export  credits  may 
be  refinanced. 

The  BFCE  will  endorse  the  medium-term  portion  of  long-term  (7  to 
SVi  years)  maturities  financed  by  commercial  banks  in  cooperation 
with  the  BFCE.  A  special  rediscount  rate  of  4Vi%  is  available  to  par- 
ticipating banks  on  portions  of  their  eligible  medium-term  export  paper. 
The  rate  applies  to  credits  provided  for  transactions  with  countries  that 
are  not  members  of  the  European  Economic  Community  (Common 
Market),  including  the  Soviet  Union  and  the  socialist  countries  of  East- 
ern Europe. 

The  BFCE  provides  funds  for  financing  long-term  maturities  in  excess 
of  7  years.  To  obtain  the  necessary  capital,  it  raises  funds  on  the  French 
or  external  capital  markets  with  French  Government's  guarantee  or 
through  borrowing  directly  from  the  French  Treasury.  When  the  yields 
on  maturities  relating  to  export  credits  extended  by  the  BFCE  are  below 
the  cost  of  BFCE  borrowings  on  domestic  and  international  financial 
markets  (the  usual  case),  the  Treasury  subsidizes  the  BFCE  for  the 
difference  between  the  rate  at  which  the  BFCE  borrows  money  and  the 
lower  rate  at  which  it  relends  to  commercial  banks. 

The  Western  exporter  seeking  medium-  and  long-term  supplier's 
credits  to  finance  his  export  sales  to  a  socialist  buyer  normally  requests 
one  of  the  French  banks  active  in  East-West  trade  to  review  a  pro- 
posed transaction.  If  the  bank  approves  it,  the  proposal  is  then  forwarded 
for  evaluation  to  the  French  Government-supported  export  credit  in- 
surance agency,  the  Compagnie  Francaise  d' Assurance  pour  le  Commerce 
Exterieur  (COFACE).12  COFACE  then  sends  a  short  description  of  the 
transaction  to  an  interministerial  group  on  export  credit  policy  whose 
approval  is  required  before  COFACE  can  insure  the  transaction.  With  a 
COFACE  insurance  policy,  the  contracting  bank  may  rediscount  a  por- 
tion of  the  obligation  with  the  Banque  de  France  through  the  BFCE. 

The  socialist  buyer  is  expected  to  make  a  cash  downpayment  of  15% 
of  the  contract  price.  The  Western  supplier  may  finance  an  additional 
10%  of  the  credit  from  his  own  internal  corporate  funds  or  through 
parallel  financing.  Once  the  East-West  trade  transaction  has  been  con- 


12  For  a  discussion  of  COFACE,  see  pages  23-24.  42,  and  79-80. 
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eluded  and  insured  by  COFACE,  the  Western  supplier  makes  out  re- 
newable export  bills  and  discounts  them  with  his  bank.  After  the  BFCE 
endorses  eligible  export  bills,  they  may  be  submitted  for  rediscounting  to 
the  Banque  de  France. 

Medium-  and  long-term  buyer's  credits  in  East-West  trade  are  most 
often  used  for  large  orders  placed  with  the  smaller  French  suppliers  who 
might  otherwise  have  some  difficulty  in  obtaining  sufficient  financing. 
For  buyer's  credits,  the  loan  agreement  is  concluded  by  the  socialist 
buyer  with  the  BFCE  and  one  or  more  contracting  French  banks  acting 
on  their  own  account  or  on  behalf  of  a  banking  consortium.  The  opening 
of  the  East-West  trade  credit  often  involves  two  simultaneous  transac- 
tions: a  loan  from  the  French  banks  with  a  maximum  maturity  of  7  years 
and,  in  the  case  of  a  long-term  credit,  a  separate  loan  from  the  BFCE 
for  the  portion  of  the  credit  exceeding  7  years.  These  credits  must  be  in- 
sured by  COFACE.  The  loan  advanced  by  the  banks  may  be  refinanced 
through  the  BFCE  with  the  Banque  de  France. 

Tn  France,  unlike  other  major  Western  trading  partners  of  the  socialist 
countries,  the  interest  rates  charged  on  Government-supported  export 
credits  are  all-inclusive.  They  incorporate  all  fees  and  commissions, 
except  insurance  charges,  applicable  to  lending  by  the  banks  and  the 
BFCE,  such  as  commitment,  negotiation,  and  management  fees.  The 
interest  rates  are  also  composite  rates  since  they  apply  to  financing  ob- 
tained from  several  different  sources  with  each  portion  carrying  a  dif- 
ferent interest  rate. 

For  example,  if  a  French  commercial  bank  active  in  East-West  trade 
finances  an  8-year  export  credit  at  71/2%  interest,  the  cost  of  money 
includes  the  cost  of  rediscounting  the  short-term  maturities  and  eligible 
medium-term  maturities  at  the  Banque  de  France  and,  for  long-term 
credits,  the  cost  of  funds  provided  by  BFCE  for  the  maturities  extending 
beyond  7  years. 

Lines  of  Credit. — The  French  Government  has  negotiated  govern- 
ment-to-government agreements  with  various  countries,  including  several 
of  the  socialist  countries  such  as  Poland  and  the  U.S.S.R.  These  agree- 
ments are  usually  renewed  every  5  years  and  cover  the  total  to  be  made 
available  under  the  particular  line  of  credit,  interest  rates,  time  limits, 
and  the  repayment  arrangements  for  the  export  credits  granted  under  the 
line  of  credit.  For  example,  in  December  1974,  the  French  Government 
agreed  to  provide  a  line  of  credit  valued  at  12  billion  French  francs  1! 
to  the  U.S.S.R.  for  Soviet  purchases  of  industrial  equipment  in  France 
during  the  5-year  period  1975-1979. 

The  French  banks  involved  in  financing  East-West  trade  under  the 
umbrella  of  such  a  line  of  credit  then  customarily  arrange  inter-bank 
protocols  with  the  appropriate  socialist  Foreign  Trade  Bank.  Under  these 


13  About  $2.7  billion  at  the  February  11,  1976,  spot  rate  of  exxhange. 
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inter-bank    protocols,    the    governmental    agreements    are    made    more 
specific  and  detailed. 

The  Western  exporter  seeking  East-West  trade  financing  under  such 
a  line  of  credit  does  so  through  normal  export  financing  channels  de- 
scribed above.14 

Federal  Republic  of  Germany 

Unlike  other  major  Western  trading  partners  of  the  socialist  countries, 
the  Federal  Republic  of  Germany  (West  Germany)  does  not  provide 
extensive  credit  support  in  the  form  of  official  interest  rate  subsidies  for 
its  medium-term  exports.  The  below-market  interest  rates  which  socialist 
buyers  have  negotiated  with  West  German  suppliers  have  normally  been 
offset  by  higher  contract  prices.  These  higher  prices  have  been  financed 
by  German  suppliers  rather  than  supported  by  the  Federal  Government. 
The  Ausfuhrkredit-Gesellschaft  mbH  provides  some  medium-term  gov- 
ernment-supported East-West  trade  financing,  while  the  Kreditanstalt 
fur  Wiederaufbau  extends  a  limited  amount  of  long-term  East-West 
trade  financing.  The  Gesellschaft  zur  Finanzierung  von  Industrieanlagen 
mbH  makes  available  government-supported  financing  for  trade  with  the 
German  Democratic  Republic  (East  Germany). 

Ausfuhrkredit-Gesellschaft  mbH.  —  The  Ausfuhrkredit-Gesellschaft 
mbH  (AKA)  extends  a  small  amount  of  government-supported  medium- 
term  East-West  trade  financing  under  both  Plafond  A  and  Plafond  B 
credit  lines.  Although  AKA  member  banks  obtain  funds  for  Plafond  A 
supplier  credits  from  German  money  and  capital  markets,  the  German 
central  bank,  the  Deutsche  Bundesbank,  provides  some  support  to  this 
credit  line  by  accepting  financial  bills  issued  for  Plafond  A  credits  as  a  se- 
curity for  Lombard  borrowings  (advances  against  securities)  from  the 
Bundesbank.  For  such  borrowings,  the  Bundesbank  has  opened  a  line  of 
DM  3  billion  15  for  the  AKA. 

Plafond  B  is  a  discount  facility  extended  to  German  exporters  through 
the  AKA  by  the  Bundesbank.  About  70%  of  each  eligible  export  obli- 
gation is  refinanced  by  AKA  in  administering  the  Bundesbank's  discount 
facility.  Uninsured  or  unguaranteed  loans  cannot  be  refinanced  under  this 
facility.  Although  intended  principally  for  large  export  credits  to  develop- 
ing countries,  Plafond  B  credits  are  also  available  for  financing  German 
exports  to  Eastern  Europe  and  the  Soviet  Union.  Credit  applications 
are  submitted  by  German  commercial  banks  to  the  AKA  Export  Credit 
Committee  for  review  and  approval.  Plafond  B  credits  with  maturities 
in  excess  of  2  years  must  also  be  approved  by  the  Bundesbank.  The 
maximum  maturity  under  Plafond  B  is  4  years,  including  the  produc- 
tion period. 


14  See  also  discussion  of  the  French  commercial  banking  system,  pages  23-24. 

15  About  $1.9  billion  at  the  February  11,  1976,  spot  rate  of  exchange. 
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Interest  rates  for  Plafond  A  credits  are  slightly  lower  than  the  market 
rates  of  interest  charged  on  East-West  trade  financing  by  German  com- 
mercial banks  outside  the  AKA  system.  Interest  rates  for  Plafond  B 
credits  are  set  at  \Vi%  above  the  variable  Bundesbank  discount  rate, 
plus  a  per  annum  commitment  fee  and  stamp  duty.  Plafond  B  export 
credits  are  thus  less  costly  than  those  extended  under  Plafond  A. 

Additional  information  on  AKA  financing  can  be  obtained  by  con- 
tacting the  Ausfuhrkredit-Gesellschaft  mbH  directly.  See  page  51  for 
the  address,  telephone  and  telex  numbers. 

Gesellschaft  zur  Finanzierung  von  Industrieanlagen  mbH. — For  a  dis- 
cussion of  the  Gesellschaft  zur  Finanzierung  von  Industrieanlagen  mbH 
(GeFi)  programs  for  West  German  exports  to  East  Germany,  see  page  51 . 

Kreditanstalt  fur  Wiedcraufbau. — The  Kreditanstalt  fur  Wiederaufbau 
(KfW)  is  the  central  financing  institution  of  the  Federal  Government  for 
long-term  (over  5  years)  financing  of  exports  of  German  capital  goods. 
The  funds  for  KfW's  export  credit  operations  and  granting  of  untied 
financial  loans  are  provided  from  two  sources:  official  funds  from  the 
Federal  Government  and  the  KfW's  own  funds.  The  Federal  Govern- 
ment provides  two  funds  to  the  KfW,  both  of  which  are  financed  by  the 
European  Recovery  Program  (E.R.P.)  Counterpart  Funds.  One  is  a 
revolving  fund  of  DM  500  million;10  the  other  is  a  nonrevolving  fund 
of  DM  45D  million  1T  from  which  the  KfW,  through  1976,  can  extend 
credits  of  DM  90  million  18  per  year.  The  KfW's  funds  include,  in 
addition  to  its  own  capital  resources,  funds  procured  from  banks,  in- 
stitutional investors,  and  issues  of  securities.  It  mixes  the  E.R.P.  funds 
with  its  own  funds  at  a  ratio  of  one  to  two. 

Although  the  KfW's  main  activity  in  the  export  financing  field  is  to 
provide  long-term  export  credits  for  German  exports  of  capital  goods, 
plant,  and  equipment  to  the  developing  countries,  the  KfW  also  extends 
some  long-term  financing  on  a  case-by-case  basis  to  the  socialist  coun- 
tries. In  recent  years  the  KfW's  long-term  East-West  trade  financing  has 
included  loans  to  Bulgaria,  Poland,  Romania,  and  the  U.S.S.R. 

The  KfW  extends  supplier's  and  buyer's  credits  in  support  of  German 
exports,  and  untied  financial  loans. 

Although  the  KfW  usually  prefers  to  grant  export  loans  directly  to  the 
buyer  rather  than  to  the  Western  supplier — two-thirds  of  KfW  loans 
each  year  are  usually  buyer's  credits — the  KfW  has  generally  limited  its 
financing  of  long-term  East-West  trade  to  untied  financial  loans  and  to 
supplier's  credits.  Financial  loans  are  extended  to  foreign  buyers  for 
investment  projects  which  will  secure  a  supply  of  primary  products  for 
the  West  German  economy. 

The  Western  exporter  seeking  long-term  supplier's  credits  to  finance 


18  About  $198.0  million  at  the  February  11,  1976,  spot  rate  of  exchange. 
17  About  $178.0  million  at  the  February  11.  1976,  spot  rate  of  exchange. 
:8  About    $35.6    million    at    the    February    11,    1976,    spot    rate   of  exchange. 
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his  export  sales  to  a  socialist  buyer  must  first  secure  the  short-  and 
medium-term  portions  of  the  financing  from  the  Ausfuhrkredit-Gesell- 
schaft  mbH  (AKA),  either  under  the  Plafond  A  or  the  Plafond  B  line 
of  credit.  Then,  after  obtaining  insurance  coverage  from  Hermes-Kredit- 
versicherungs  A.G.,19  the  Western  exporter  contacts  his  commercial  bank. 
The  commercial  bank  in  turn  submits  an  application  to  the  Kf W  for  East- 
West  financing  on  approved  transactions  for  up  to  the  percentage  of  the 
credit  covered  under  the  Hermes  insurance  policy.  The  KfW  generally 
takes  the  longer  maturities — over  5  years  for  Plafond  A  credits  and  over 
4  years  for  Plafond  B  credits. 

On  a  case-by-case  basis,  the  KfW  also  grants  long-term  buyer's 
credits,  primarily  for  large  projects  in  developing  countries. 

For  both  supplier's  and  buyer's  credits,  the  KfW  customarily  expects 
the  Western  exporter  to  provide  20%  of  the  financed  portion.  Insurance 
cover  from  Hermes  Kreditversicherungs  A.G.  is  also  required  for  both 
types  of  financing.  However,  for  buyer's  credits,  a  guarantee  from  the 
appropriate  socialist  country  institution — the  Foreign  Trade  Bank,  the 
National  Bank,  or  the  socialist  government  itself — may  be  required  by 
Hermes  as  a  precondition  for  extending  export  insurance.  Hermes  often 
requires  such  foreign  guarantees  when  providing  insurance  cover  for 
KfW  buyer's  credits. 

Interest  rates  for  KfW  buyer's  credits  are  slightly  lower  than  those 
for  supplier's  credits,  13A  and  %XA%  respectively  (as  of  February  1976). 
Both  are  fixed  rates.  The  KfW  also  charges  a  commitment  fee  of  Va  % 
per  annum  on  the  loan  amount,  from  the  date  of  commitment  or  signing 
of  the  loan  agreement  until  disbursement  of  the  loan. 

Further  information  about  KfW  programs  can  be  obtained  by  con- 
tacting the  Kreditanstalt  fiir  Wiederaufbau  directly.  See  page  51  for  the 
address,  telephone  and  telex  numbers. 

Italy 

Mediocredito  Centrale. — Mediocredito  Centrale  is  a  government 
agency  which  refinances  medium-term  (2  to  7  years)  and  long-term  (7  to 
10  years)  export  credits,  including  those  for  East-West  trade  financing 
granted  by  the  special  credit  institutes  such  as  the  Istituto  Mobiliare 
Italiano,  the  Ente  Finanziario  Interbancario,  or  the  Banco  di  Credito 
Finanziario.20 

Mediocredito  operates  with  public  funds  and  funds  obtained  through 
bond  issues.  It  is  authorized  to  refinance  up  to  85%  of  the  portion  of  an 
export  credit  provided  by  a  financing  institute.  When  Mediocredito  re- 
finances an  East- West  trade  or  other  export  credit,  it  charges  the  credit 
institute  an  interest  rate  of  31/2%. 


19  For  a  discussion  of  Hermes  credit  insurance,  see  pages  80-82. 

20  For  a  discussion  of  the  special  credit  institutes,  see  pages  27-28. 
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However,  Medioeredito  often  lacks  resources  to  refinance  more  than 
a  small  portion  of  the  total  export  credits  advanced  by  the  special  credit 
institutes.  If  Medioeredito  cannot  obtain  an  adequate  amount  of  govern- 
ment funds  because  of  budget  limitations,  it  will  on  occasion  refinance 
a  small  percentage  of  a  particular  East-West  trade  transaction.  Medio- 
eredito will  then  reimburse  the  appropriate  credit  institute  for  the  differ- 
ence between  the  preferential  interest  rate  the  institute  charges  to  the 
Western  exporter  and  the  cost  to  the  institute  of  borrowing  the  supple- 
mentary funds  on  the  capital  market. 

An  interest  rate  subsidy  paid  to  the  special  credit  institute  by  Medio- 
eredito continues  throughout  the  duration  of  the  East-West  credit  agree- 
ment. When  interest  rate  subsidies  are  involved  in  financing  a  trans- 
action, approval  of  the  Ministries  of  Treasury,  Foreign  Trade,  and  For- 
eign Affairs  must  be  obtained.  The  subsidy  payments  may  fluctuate  from 
year  to  year  as  a  result  of  decisions  by  an  Interministerial  Committee. 
The  Committee  decides  what  it  regards  as  appropriate  rates  of  return 
for  the  special  credit  institutes. 

Mediocredito's  support  of  East-West  financing  may  be  through  direct 
refinancing  or  through  indirect  refinancing  in  the  form  of  interest  rate 
subsidies.  Such  government  support  enables  the  credit  institutes  to  finance 
East-West  trade  at  a  more  favorable  rate  than  that  charged  for  com- 
parable loans  on  the  domestic  capital  market.  This  makes  it  possible  for 
the  credit  institutes  to  reduce  the  cost  of  East-West  trade  financing  to 
the  socialist  buyer. 

However,  if  Medioeredito  is  unable  to  support  export  financing  or  is 
able  to  do  so  only  marginally,  then  the  interest  rate  charged  for  East- 
West  trade  financing  will  either  be  at  or  near  the  prevailing  market  rate. 
This  occurred  during  the  second  half  of  1974,  when  interest  rates  on 
long-term  export  financing  averaged  just  under  14%. 

The  Western  exporter  seeking  to  finance  his  medium-term  East-West 
trade  with  supplier's  credits  from  one  of  the  special  credit  institutes  must 
seek  approval  of  the  transaction  from  the  Ministry  of  Foreign  Trade. 
The  socialist  buyer  is  generally  expected  to  make  a  cash  downpayment 
of  between  10  and  20%  of  the  contract  price,  with  15%  being  the  most 
common  arrangement.  He  also  provides  a  repayment  guarantee  from  the 
appropriate  socialist  Foreign  Trade  Bank,  National  Bank,  or  from  the 
socialist  government  itself.  The  East-West  trade  transaction  must  also 
be  insured  by  the  Istituto  Nazionale  delle  Assicurazioni  (INA) 21  and 
endorsed  by  the  Western  exporter  in  favor  of  the  particular  credit  insti- 
tute providing  the  financing. 

Medium-term  supplier's  credits  for  East-West  trade  financing  pro- 
vided by  one  of  the  credit  institutes  normally  take  the  form  of  advances 
against  the  export  credit  extended  by  a  special  institute.  Such  financing 
rarely  exceeds  the  percentage  of  the  East-West  trade  credit  guaranteed 


21  For  a  discussion  of  INA,  see  pages  43,  82-83. 
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by  INA.  When  possible,  the  credits  are  then  refinanced  by  Mediocredito. 

Medium-term  buyer's  credits  are  not  available  at  present  from  the 
special  credit  institutes. 

Long-term  financing  for  East-West  trade  can  be  obtained  on  a  case-by- 
case  basis  whenever  funds  are  available  at  Mediocredito  for  interest  rate 
subsidy  and  refinancing  support  to  the  special  credit  institutes.  Procedures 
and  rates  are  usually  the  same  as  for  medium-term  East-West  trade 
financing. 

Exports  in  East-West  trade  financed  through  the  official  Italian  export 
system  must  be  approved  by  exchange  control  authorities  of  the  Ministry 
of  Foreign  Trade. 

The  Italian  Government  has  on  occasion  approved  a  long-term  line 
of  credit  for  a  particular  socialist  country.  The  appropriate  Foreign 
Trade  Bank  usually  acts  as  borrower  and  the  credit  is  disbursed  through 
one  of  the  special  credit  institutes  such  as  the  Istituto  Mobiliare  Italiano. 
These  lines  of  credit  are  normally  granted  on  the  basis  of  Italian  exports 
from  shopping  lists  relating  to  a  particular  industrial  or  development 
project  in  the  socialist  country. 

For  example,  in  the  spring  of  1975,  the  Banca  d'  Italia,  the  Italian 
central  bank,  agreed  to  extend  a  IVi  year  line  of  credit  equivalent  to 
about  $300  million  to  the  Soviet  Union.  The  funds  will  be  disbursed 
entirely  through  the  Istituto  Mobiliare  Italiano  directly  to  Vneshtorg- 
bank,  the  Soviet  Foreign  Trade  Bank. 

Additional  information  on  Mediocredito  Centrale  financing  can  be 
obtained  by  contacting  one  of  the  special  credit  institutes.  See  page  28 
for  the  addresses,  telephone  and  telex  numbers. 

Japan 

Export-Import  Bank  of  Japan. — The  Export-Import  Bank  of  Japan 
is  a  public  corporation  whose  capital  is  wholly  owned  by  the  Govern- 
ment. The  annual  budget  and  accounts  of  the  Eximbank  must  be  sub- 
mitted to  the  Diet  (Parliament)  for  approval.  The  Bank  can  obtain  addi- 
tional resources  only  by  borrowing  from  the  Government  of  Japan  or 
by  borrowing  foreign  currencies  from  foreign  banks  and  other  financial 
institutions. 

The  Bank  provides  medium-  and  long-term  East-West  trade  financing, 
usualy  acting  jointly  with  the  City  Banks  and  with  special  long-term 
credit  banks.  Although  the  Bank  customarily  extends  supplier's  credits 
in  East-West  trade  with  maturities  of  2  years  to  5  years,  it  may  also 
grant  long-term  supplier's  credits.  However,  the  Bank  on  occasion  will 
extend  long-term  buyer's  credits. 

East-West  trade  transactions  eligible  for  financing  by  the  Export-Im- 
port Bank  include  those  involving  capital  equipment  and  its  parts  and 
accessories,  other  goods  manufactured  or  produced  in  Japan,  and  tech- 
nical services  supplied  by  Japan. 
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As  soon  as  possible  after  negotiations  begin,  the  exporter  should  dis- 
cuss with  his  commercial  bank  the  terms  he  intends  to  offer  the  socialist 
buyer  in  order  to  be  sure  that  they  will  be  acceptable  to  the  Export- 
Import  Bank  of  Japan  and  to  the  Export  Insurance  Division  of  the 
Ministry  of  International  Trade  and  Industry  (MITI).  (For  a  discussion 
of  MITI  insurance,  see  pages  43-44  and  84-85.) 

In  medium-term  EastWest  trade  financing  for  purchase  of  Japanese 
exports,  the  socialist  buyer  is  usually  expected  to  make  a  downpayment 
of  10  to  20%  of  the  contract  price.  The  Export-Import  Bank's  partici- 
pation may  range  from  about  60  to  80%  of  the  financed  portion.  The 
commercial  banks  and  the  Japanese  exporter  customarily  provide  the 
remainder.  The  buyer  is  expected  to  obtain  a  repayment  guarantee  for 
the  financed  portion  from  his  government. 

The  commercial  bank  forwards  to  the  Export-Import  Bank  the  draft 
financial  contract  between  the  exporter  and  the  buyer,  requesting  a  pre- 
liminary financing  commitment.  At  the  same  time,  the  exporter  asks  for 
an  insurance  commitment  from  MITI.  When  both  the  Export-Import 
Bank  and  MITI  have  provided  preliminary  approvals,  the  exporter  con- 
cludes the  transaction  with  his  bank  or  consortium  of  banks  and  with 
the  buyer. 

The  Export-Import  Bank  charges  a  fixed  interest  rate  for  the  credit 
period,  while  the  commercial  banks  normally  lend  at  market  rates  which 
are  fixed  at  the  time  of  commitment. 

The  Export-Import  Bank  also  provides  long-term  export  credits  di- 
rectly to  socialist  governments  and  agencies  to  enable  them  to  finance 
large  projects  such  as  the  construction  of  plants  or  purchase  of  heavy 
capital  equipment  for  economic  development.  For  example,  lines  of 
credit  provided  to  the  Soviet  Union  by  the  Bank  have  included  $450 
million  for  Yakutsk  (Siberia)  coal  development  and  $500  million  for 
Soviet  Far  Eastern  forestry  development.  The  two  transactions  are  to  be 
repaid  between  5  and  8  years  of  the  time  they  were  extended,  and  carry 
an  interest  rate  of  6.375%. 

Table  4.2.      Western  Government-Supported  Interest  Rates:  Long-Term  Rates 

(December  1975) 

Officially-  Typical 
Quoted*                               A  Il-Inclusive*  * 

France  6.30-7.50  8.5 

Germany  7.25-8.25  9.0 

Italy  8.00-9.50  9.9 

Japan  6.00-9.00  9.2 

United  Kingdom  7.00-8.50  8.4 

United  States  8.25-9.50  9.0 

"Rates  exclude  commercial  bank  participation  financing,  commercial  bank  charges,  and  in- 
surance premiums. 

**Rates  include  commercial  bank  participation  financing,  commercial  bank  charges,  and 
insurance  charges. 

Source:    Export-Import    Bank    of    the    United    States. 
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Additional  information  on  programs  of  the  Export-Import  Bank  of 
Japan  can  be  obtained  by  contacting  the  Bank  directly,  or  the  Bank's 
representative  office  in  Washington,  D.C.  See  page  52  for  the  addresses, 
telephone  and  telex  numbers. 

Instruments  and  Procedures 

The  payments/collection  mechanism  for  medium-  and  long-term  East- 
West  trade  utilizes  many  of  the  same  procedures  applied  in  other  inter- 
national trade.  Letter  of  credit  financing  is  common.22  The  most  fre- 
quently utilized  instruments  in  medium-  and  long-term  East-West  trade 
include  bills  of  exchange  and  promissory  notes. 

Bills  of  Exchange 

In  medium-term  as  well  as  short-term  East-West  trade  financing,  bills 
of  exchange  created  under  a  previously  issued  letter  of  credit  are  drawn 
by  the  Western  exporter  against  the  socialist  importer,  usually  a  Foreign 
Trade  Organization.  The  appropriate  Foreign  Trade  Bank  customarily 
either  physically  endorses  the  bill  of  exchange  or  provides  a  separate  pay- 
ment guarantee.  Soviet  banks  in  the  West  may  also  perform  this  service.2' 
Bills  of  exchange  are  usually  limited  to  maturities  of  2  or  3  years.  If  the 
medium-term  credit  is  payable  in  regular  installments  (the  usual  case),  th^ 
Western  exporter  may  draw  several  bills  of  exchange,  one  for  each 
payment. 

Promissory  Notes 

In  medium-  and  long-term  East-West  trade,  promissory  notes  are  cus- 
tomarily issued  by  the  socialist  buyer  to  the  Western  exporter.  A  sep- 
arate promissory  note  is  issued  for  each  payment  required  under  the 
terms  of  the  letter  of  credit  or  other  previously  agreed  upon  credit  ar- 
rangement. Normally  the  socialist  buyer  is  required  to  make  payments 
on  a  semiannual  basis.  The  specified  interest  is  customarily  included  in 
each  note.  The  Foreign  Trade  Bank  usually  guarantees  each  promissory 
note,  which  can  be  treated  as  a  separate  negotiable  instrument.  As  such, 
each  promissory  note  may  be  individually  discounted  and  rediscounted 
in  West  European  financial  markets.  However,  it  is  still  unusual  for 
such  paper  to  be  rediscounted  in  U.S.  financial  markets. 

If  the  promissory  notes  have  been  guaranteed  or  insured,  often  under 
one  of  the  Western  government-supported  export  insurance  systems,  they 
may  then  be  rediscounted  within  an  official  Western  refinancing  system.24 


--  For  discussion  on  letter  of  credit  financing,  see  pages  33-37. 
23  For  discussion  on  Soviet  banks  in  West,  see  pages  20-22. 

-4  For    a    discussion    of    selected    government-supported    Western    export    insurance    systems,    see 
pages  71-85. 
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Nonrecourse  Financing  (A  forfait) 

Nonrecourse  financing  in  East-West  trade,  sometimes  referred  to  as 
note  financing  in  the  United  States,  is  also  known  as  a  forfait  financing 
in  Western  Europe. 

Nonrecourse  financing  usually  occurs  in  East-West  trade  when  the 
foreign  receivables  of  a  Western  exporter  are  not  insured,  or  are  only 
partially  insured,  by  the  export  risk  guarantee  of  his  government's  export 
credit  insurance  system.  This  lack  of  Western  government-supported 
insurance  cover  can  arise,  for  example,  when  the  Western  export  con- 
tains a  high  proportion  of  foreign  components  which  are  ineligible  for 
coverage  under  the  relevant  insurance  systems.  Not  wanting  to  carry 
these  uninsured  foreign  receivables  on  his  books,  the  Western  exporter 
may  then  sell  them  to  a  Western  commercial  bank,  specialized  East- West 
bank,  or  other  financial  institution.  The  purchasing  bank  (forfaiter) 
thereupon  absorbs  the  risks  of  collecting  payment  from  the  socialist 
importer,  without  recourse  to  the  Western  exporter.  Having  sold  his 
foreign  receivables,  the  Western  exporter  receives  his  money  at  once.  His 
part  in  the  transaction  is  now  finished. 

The  Western  bank  or  other  institution  which  purchased  (discounted) 
the  bills  of  exchange — or,  preferably,  promissory  notes — must  now 
either  hold  them  until  they  mature,  at  which  time  the  bank  collects 
from  the  socialist  importer,  or  rediscount  (resell)  the  notes.  However, 
before  agreeing  to  purchase  the  notes  from  the  Western  exporter,  the 
Western  bank  usually  requires  that  they  be  guaranteed  by  a  reputable 
international  bank  or  by  the  appropriate  socialist  country  bank,  generally 
the  Foreign  Trade  Bank. 

Although  the  exporter  can  reduce  his  risk  through  nonrecourse 
financing,  he  will  find  that  it  is  expensive.  The  Western  bank  which 
buys  the  socialist  importer's  bills  or  notes  must  bear  the  political,  eco- 
nomic and  currency  risks  throughout  the  credit  period.  As  a  result,  the 
bank  customarily  charges  for  both  the  normal  medium-term  money  cost 
in  the  Eurocurrency  markets  and  for  an  added  country  risk  which  it 
accepts  when  it  buys  the  bills  or  notes.  The  bank  also  charges  the 
exporter  a  commitment  fee,  customarily  payable  in  advance  from  the 
day  of  commitment  until  the  time  of  discounting. 

Thus,  the  Western  exporter  who  expects  to  use  nonrecourse  financing 
for  his  exports  to  a  socialist  buyer  should  discuss  these  costs  in  advance 
with  his  bank.  He  should  be  prepared  to  include  them  in  his  price  when 
negotiating  the  sales  contract  with  the  Soviet  or  East  European  buyer. 

Nonrecourse  financing  in  East-West  trade  is  quite  frequently  used  in 
Western  Europe,  somewhat  less  in  the  United  States.  Several  of  the  large 
U.S.  commercial  banks  have  entered  the  market.  The  Soviet  banks  in 
the  West,  particularly  Moscow  Narodny  Bank  in  London,  are  heavily 
involved   in   nonrecourse   financing  in   East-West  trade.   In   addition,  a 
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variety  of  specialized  banks,  large  commercial  banks,  and  other  financial 
institutions  in  Western  Europe,  especially  in  London,  Vienna,  Zurich, 
and  other  cities,  are  also  active  participants  in  the  acceptance  markets. 

Credit  Insurance  and  Guarantee  Programs 

Medium-  and  long-term  credit  insurance  and  guarantees  in  East-West 
trade  are  normally  provided  as  a  part  of  the  regular  export  credit 
insurance  programs  of  agencies  operated  by  Western  governments,  or  by 
credit  insurance  corporations  and  joint-stock  companies  sponsored  by 
Western  governments.  Some  private  insurance  companies  and  associations 
also  extend  coverage. 

In  the  socialist  countries  the  respective  National  Banks  and  Foreign 
Trade  Banks  provide  medium-  and  long-term  credit  insurance  and 
guarantees.  In  addition,  credit  insurance  can  be  obtained  from  the 
respective  socialist  country's  State  Insurance  Company  for  socialist  ex- 
ports to  the  West.  Western  exporters  on  occasion  utilize  the  credit 
insurance  coverage  available  from  Ingosstrakh,  the  Soviet  Foreign  In- 
surance Company  located  in  Moscow,  and  from  Darag,  Ingosstrakh's 
counterpart  in  East  Berlin. 

Three  insurance  companies  wholly  owned  by  the  Soviet  Union  and 
chartered  in  Western  Europe  offer  credit  insurance  and  guarantee 
coverage  for  medium-  and  long-term  East-West  trade.25  Garant- 
Versicherungs,  A.G.,  in  Vienna,  is  especially  active  in  the  field  of  credit 
insurance  in  East-West  trade. 

WESTERN  GOVERNMENT-SUPPORTED  PROGRAMS 

Most  Western  government-supported  medium-term  credit  insurance 
in  East-West  trade  is  available  under  programs  which  are  relatively 
standard  in  the  basic  commercial  risk  and  political  risk  coverage  they 
provide,  but  which  differ  in  detail  of  application  from  country  to 
country. 

Long-term  coverage  in  East-West  trade  is  usually  authorized  on  a 
case-by-case  basis  and  normally  covers  exports  of  capital  goods  and 
major  construction  projects. 

In  medium-  and  long-term  East-West  trade,  commercial  risks  custo- 
marily covered  by  Western  government-supported  insurance  programs 
include  failure  of  the  socialist  buyer  to  pay  the  amount  due  at  due 
date  (protracted  default).  Because  of  the  state-trading  nature  of  East- 
West  trade,  other  commercial  risks  such  as  insolvency  of  the  buyer, 
and  so  on,  are  generally  viewed  as  minimal. 

Political  risks  normally  covered  include  transfer  delays  in  converting 
local  currency  payments  into  dollars,  cancellation  of  export  or  import 
licenses,  expropriation  or  confiscation,  and  losses  due  to  war,  revolution 
or  civil  disturbance. 


For    a    discussion    of    Soviet    insurance    companies    in    the    West,    see    pages  85-86. 
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WESTERN  GOVERNMENT  EXPORT  CREDIT  INSURANCE 
AND  GUARANTEE  INSTITUTIONS 

UNITED  KINGDOM 

Export  Credits  Guarantee  Department 

Aldermanbury  House 

Aldermanbury 

P.O.  Box  272 

London  EC2P  2EL,  United  Kingdom 

Tel:  01-606-6699 

Telex:  88  36  01  ECGDHQ  Ldn 

FRANCE 

Compagnie  Franchise  d'Assurance  pour  le  Commerce  Exterieur 
32  Rue  Marbeuf 
75008  Paris,  France 

Tel:  256-6020 
Telex:   65   342 

FEDERAL  REPUBLIC  OF  GERMANY 

Deutsche  Revisions  und  Treuhand,  A.G. 

Bockenheimer  Anlage  15 

6  Frankfurt/Main  1,  Germany 

Tel:  (0611)  72  08  91 
Telex:   41    14  92 

Hermes  Kreditversicherungs,  A.G. 

Hallerstrasse  1 

2  Hamburg,  Germany 

Tel:  44-18-71 
Telex:  02  11  812 

ITALY 

Istituto  Nazionale  delle  Assicurazioni 
Via  Sallustiana  51 
00100  Rome,  Italy 

Tel:  4693/4679 
Telex:  61  336 
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Western  Government  Institutions — Continued 

JAPAN 

Export  Insurance  Division 

International  Trade  Administration  Bureau 

Ministry  of  International  Trade  and  Industry 

No.  1,  3-1  Kasumigaseki 

Chiyoda-ku 

Tokyo,  Japan 

Tel:  501-1511 

Telex:  J  22  916 

UNITED  STATES 

Foreign  Credit  Insurance  Association 
1  World  Trade  Center — 9th  Floor 
New  York,  New  York  10048 

Tel:   212-432-6216 
Telex:   12  75  61 

The  Export-Import  Bank  of  the  United  States 
811  Vermont  Avenue,  N.W. 
Washington,  D.C.  20571 

Tel:   202-382-8400 
Telex:  89  461 


United  States 

Foreign  Credit  Insurance  Association. — The  Foreign  Credit  Insurance 
Association  (FCIA),-'  an  association  of  more  than  50  U.S.  marine, 
property,  and  casualty  insurance  companies,  operates  in  cooperation  with 
the  Export-Import  Bank  of  the  United  States  (Eximbank)  to  assist  U.S. 
exporters  by  facilitating  their  extensions  of  supplier's  credit  to  overseas 
buyers,  including  buyers  in  Poland  and  Romania.27  The  FCIA  does  not 
itself  finance  export  sales. 

Under  a  reinsurance  and  agency  agreement  with  Eximbank,  FCIA 
issues  all  insurance  policies  and  handles  underwriting  matters  on  behalf 
of  its  member  companies  and  Eximbank.  The  member  companies  of 
FCIA  insure  against  the  commercial  risks  occurring  in  East-West  trade 
with  the  eligible  countries,  and  are  reinsured  for  a  portion  of  these  risks 
by  Eximbank.  Political  risk  coverage  under  the  policies  is  underwritten 
solely  by  Eximbank. 

FCIA  insurance  is  useful  to  the  U.S.  exporter  who  holds  (self-finances) 
his  own  foreign  receivables  from  East  European  buyers  as  well  as  to 

20  For  discussion  of  FCIA  short-term  insurance,    see  pages  39-40. 

-7  For   discussion    of    U.S.    legislation    dealing    with    East-West    trade,  see  pages  53-54. 
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the  exporter  who  discounts  his  East  European  receivables  with  financial 
institutions.  The  U.S.  exporter  who  insures  his  East  European  accounts 
receivable  against  commercial  credit  and  political  risk  loss  in  East-West 
trade  is  usually  able  to  obtain  financing  from  U.S.  commercial  banks 
and  other  lending  institutions  on  more  favorable  terms  than  would  other- 
wise be  possible.  As  a  result,  he  can  extend  larger  amounts  of  credit  on 
more  favorable  terms  to  eligible  East  European  customers.  By  financing 
his  East-West  trade  receivables,  the  U.S.  exporter  frees  his  working 
capital  for  use  in  his  internal  operations.  In  all  cases,  repayment  of 
East-West  transactions  insured  by  FCIA  must  be  made  in  U.S.  dollars 
in  the  United  States. 

For  U.S.  exports  to  Eastern  Europe  financed  on  a  medium-term  basis, 
insurance  coverage  available  from  FCIA  and  applicable  to  East-West 
trade  include  the  Medium-Term  Policy  and  selected  special  policies. 

Medium-Term  Policy. — The  Medium-Term  Policy  covers  credit  sales 
in  East-West  trade  of  capital  and  quasi-capital  goods  and  services  on 
terms  of  181  days  to  5  years  and  occasionally  longer.  Only  goods  of 
U.S.  origin  or  that  portion  of  the  goods  exported  which  is  of  U.S. 
manufacture  are  eligible  for  coverage  under  the  Medium-Term  Policy. 
Excluded  from  medium-term  coverage  are  such  products  as  raw  mate- 
rials, consumables,  parts,  and  supplies,  which  are  eligible  for  short-term 
coverage. 

The  Medium-Term  Policy  is  written  on  a  case-by-case  basis.  Unlike 
the  Short-Term  Policy  discussed  on  pages  39-40,  there  is  no  requirement 
that  the  U.S.  exporter  insure  all  of  his  medium-term  transactions  under 
the  Medium-Term  Policy.  He  may  insure  either  a  single  East  European 
sale  or  a  revolving  medium-term  credit  line  covering  repetitive  sales  to 
an  eligible  East  European  buyer. 

Under  terms  of  the  Medium-Term  Policy,  the  socialist  buyer  must 
make  a  cash  downpayment  of  at  least  10%  of  the  contract  price  on  or 
before  delivery.  The  financed  portion  of  the  East-West  trade  transaction 
must  be  covered  by  a  promissory  note  requiring  payments  in  approxi- 
mately equal  installments  on  a  monthly,  quarterly  or  semiannual  basis, 
with  payments  made  in  U.S.  dollars  in  the  United  States. 

The  Medium-Term  Policy  normally  covers  90%  of  loss  from  both 
commercial  and  political  risk  arising  in  trade  with  eligible  East  European 
countries.  Loss  may  include  interest  charges  up  to  6%. 

Special  Coverage. — FCIA  will  provide  export  credit  insurance  to 
cover  sales  of  services  in  eligible  East  European  countries  by  U.S.  service 
industries.  Industries  benefiting  from  this  special  coverage  in  East-West 
trade  may  include  management  consultants,  engineering  service  firms, 
transportation  companies  and  other  firms  offering  the  services  of  U.S.- 
based  personnel  to  East  European  buyers. 

FCIA  will  also  issue  export  credit  insurance  for  feasibility  studies 
contracted  for  by  East  European  buyers.  The  services  of  a  U.S.  corpora- 
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tion  must  be  utilized  in  carrying  out  the  feasibility  study,  which  is  per- 
formed by  U.S.  citizens.  A  cash  downpayment  by  the  East  European 
buyer  is  customarily  required.  Repayment  terms  for  the  financed  portion 
of  the  feasibility  study  contract  are  negotiable. 

FCIA  also  provides  the  U.S. -exporter  with  preshipment  coverage 
against  political  and  certain  commercial  risks  during  the  fabrication 
period  of  special  equipment  and  other  products  for  which  sales  contracts 
by  East  European  buyers  have  been  signed. 

Premium  rates  on  FCIA  policies  vary  with  the  length  of  the  credit 
term  and  the  market  category  of  the  East  European  buyer's  country. 
(Markets  are  classified  into  categories  according  to  the  economic  and 
political  conditions  prevailing  in  the  buyer's  country.)  The  U.S.  exporter 
customarily  passes  the  premium  charges  on  to  the  East  European  buyer, 
either  directly  as  a  stated  fee  or  indirectly  by  figuring  the  premium  costs 
into  the  contract  price. 

FCIA  does  not  normally  provide  long-term  export  credit  insurance 
coverage,  but  leaves  this  area  to  Eximbank,  as  discussed  on  pages 
75  and  77-78. 

Further  information  on  medium-term  FCIA  insurance  applicable  to 
East-West  trade  can  be  obtained  by  contacting  the  Office  of  Ombudsman, 
located  in  FCIA's  New  York  headquarters  office  (One  World  Trade 
Center— 9th  Floor,  New  York,  New  York  10048;  Telephone  212-432- 
6216;  Telex  12  75  61),  or  one  of  FCIA's  other  eight  full-service  re- 
gional offices,  listed  on  pages  76-77. 

For  information  on  other  forms  of  insurance  such  as  casualty  or 
marine  cargo  insurance  available  in  East-West  trade,  see  pages  96-100. 

Export-Import  Bank  of  the  United  States. — The  Export-Import  Bank 
of  the  United  States  (Eximbank)  is  an  independent  agency  of  the  U.S. 
Government.  The  Bank's  primary  function  is  to  aid  in  financing  and 
to  facilitate  exports  of  U.S.  goods  and  services. 

Eximbank  provides  two  programs  which  have  been  utilized  for  guaran- 
teeing medium-  and  long-term  East-West  trade  financing.  These  pro- 
grams are  the  Financial  Guarantee  Program  extended  in  connection  with 
Eximbank's  Direct  Lending  Program  discussed  on  pages  54-58,  and  the 
Commercial  Bank  Guarantee  Program. 

Commercial  Bank  Guarantees. — Eximbank  will  guarantee  repayment 
of  medium-term  (usually  181  days  to  5  years)  export  debt  obligations 
acquired  by  U.S.  banking  institutions  from  U.S.  exporters  trading  with 
Poland  and  Romania.  Any  U.S.  commercial  bank  or  Edge  Act  corpora- 
tion is  eligible  for  guarantees  under  this  program. 

When  the  U.S.  exporter  receives  an  overseas  order,  an  invitation  to 
bid  or  other  inquiry  from  a  socialist  Foreign  Trade  Organization,  industry 
association,  or  East  European  enterprise  authorized  to  engage  in  foreign 
trade,  he  is  strongly  encouraged  to  discuss  the  case  promptly  with  his 
commercial  bank  to  determine,  in  advance,  the  availability  and  costs  of 
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FOREIGN  CREDIT  INSURANCE  ASSOCIATION  REGIONAL 

OFFICES         v 

NEW  YORK 

One  World  Trade  Center — 9th  Floor 
New  York,  New  York  10048 

Tel:  (212)  432-6300 
Telex:   12  75  61 

ATLANTA 

1250  South  Omni  International 
Atlanta,  Georgia  30303 

Tel:  (404)  522-2780 
Telex:  54  21  62 

CHICAGO 

10  South  Riverside  Plaza,  Suite  1552 
Chicago,  Illinois  60606 

Tel:    (312)   641-1915 
Telex:  25  33  21 

CLEVELAND 

55  Public  Square,  Suite   1435 
Cleveland,  Ohio  44113 

Tel:   (216)  523-1520 
Telex:  98  03  42 

HOUSTON 

C  &  I  Building,  Suite  1408 
1006  Main  Street 
Houston,  Texas  77002 

Tel:  (713)  227-1563 
Telex:  76  29  37 

LOS  ANGELES 

611  West  6th  Street,  Suite  1790 
Los  Angeles,  California  90017 

Tel:  (213)  624-8412 
Telex:  67  20  6 

MILWAUKEE 

700  North  Water  Street,  Suite  1110 
Milwaukee,  Wisconsin  53202 

Tel:   (414)  224-0240 
Telex:  26  79  1 
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Regional  Offices — Continued 

SAN  FRANCISCO 

One  Embarcadero  Center,  Suite  205 
San  Francisco,  California  94111 

Tel:  (415)  421-0346 
Telex:  34  04  63 

WASHINGTON 

Woodward  Building,  Suite  420 
15th  &  H  Street,  N.W. 
Washington,  D.C.  20005 

Tel:   (202)  638-5028 
Telex:  89  48  5 

financing.  The  commercial  bank  determines  the  acceptability  of  the  East- 
West  trade  transaction  for  the  amount  and  on  the  credit  terms  proposed. 

If  Eximbank  guarantee  coverage  of  the  transaction  with  the  East 
European  buyer  is  desired,  the  U.S.  commercial  bank  applies  to  Exim- 
bank for  a  guarantee  against  the  commercial  and  political  risks  of  non- 
payment. Only  exports  of  U.S.  goods  and  services  are  eligible  for  a 
guarantee  under  the  Commercial  Bank  Guarantee  Program. 

In  East-West  trade  commercial  risks  covered  by  the  Commercial  Bank 
Guarantee  Program  include  failure  of  the  socialist  buyer  to  pay  the 
amount  due  at  due  date  (protracted  default).  Political  risks  covered  are 
transfer  delays  in  converting  local  currency  payments  into  dollars,  can- 
cellation of  export  or  import  licenses,  expropriation  or  confiscation,  and 
losses  due  to  war,  revolution  or  civil  disturbance.  For  U.S.  exports  to 
Eastern  Europe,  Eximbank  offers  a  comprehensive  guarantee  covering 
both  political  and  commercial  risks. 

Under  the  Commercial  Bank  Guarantee  Program,  the  socialist  buyer 
must  make  a  cash  downpayment  of  at  least  10%  of  the  contract  price 
on  or  before  delivery.  The  remainder  of  the  contract  price — the  financed 
portion — must  be  evidenced  by  promissory  notes  or  other  acceptable 
obligations  of  the  socialist  buyer.  These  obligations  should  provide  for 
payment  in  U.S.  dollars  in  the  United  States  in  approximately  equal 
installments  of  principal,  with  interest  on  unpaid  balances  to  be  made 
concurrently  with  payments  of  principal.  Level  payment  notes  may  be 
acceptable  in  some  instances.  In  most  cases,  installments  shall  be  paid 
semiannually. 

The  U.S.  exporter  is  required  to  retain  at  least  10%  of  the  financed 
portion,  in  equal  amounts  of  each  installment,  for  his  own  account  and 
risk.  The  remainder  of  the  financed  portion  is  financed  by  the  U.S.  com- 
mercial bank,  without  recourse  to  the  exporter,  with  the  commercial 
bank  retaining  15%  of  the  remaining  amount  for  its  own  account  and  risk. 

When  the  U.S.  exporter  ships  the  goods  to  the  socialist  buyer,  Exim- 
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bank  issues  its  guarantee  to  the  commercial  bank  upon  advice  from  the 
bank  that  it  has  purchased  the  socialist  buyer's  promissory  notes  without 
recourse  to  the  U.  S.  exporter. 

Eximbank  fees  on  Commercial  Bank  Guarantees  vary  with  the  length 
of  the  credit  period,  the  term  appropriate  to  the  specific  good,  and  the 
classification  accorded  the  socialist  country  of  import  because  of  eco- 
nomic and  political  conditions.  The  "Instructions  to  Banks"  issued  by 
Eximbank  to  each  U.S.  commercial  bank  participating  in  the  Com- 
mercial Bank  Guarantee  Program  includes  a  table  of  fees  applicable  to 
the  various  credit  programs,  and  a  list  of  all  eligible  countries  indicating 
the  fee  classification  of  each  country. 

Thus,  the  Commercial  Bank  Guarantee  Program  makes  it  possible  for 
the  U.S.  exporter  to  virtually  eliminate  the  risk  of  loss  on  the  financed 
portion  of  his  trade  with  the  eligible  East  European  countries. 

Preshipment  Cover. — For  the  U.S.  exporter  who  has  contracted  to 
provide  a  socialist  buyer  with  specially  fabricated  products,  such  as 
heavy  capital  equipment,  Eximbank  will  make  a  guarantee  available  to 
the  commercial  bank  financing  the  transaction  in  order  to  provide  pre- 
shipment cover  for  the  U.S.  exporter.  This  cover  protects  the  U.S. 
exporter  against  political  risks  occurring  during  the  period  of  manu- 
facture of  the  specially  fabricated  products. 

Preshipment  cover  has  been  utilized  in  U.S.  exports  to  the  Soviet 
Union,  Poland  and  Romania.  However,  under  provisions  of  the  1974 
legislation  described  on  pages  53-54,  preshipment  cover  on  new  trans- 
actions to  the  Soviet  Union  is  not  at  present  available.  Preshipment 
cover  extended  to  the  Soviet  Union  prior  to  the  passage  of  this  legislation 
and  still  in  force  is  not  affected. 

Additional  information  on  Eximbank  guarantees  can  be  obtained  by 
contacting  Eximbank  directly.  See  page  73  for  the  address,  telephone, 
and  telex  numbers. 

United  Kingdom 

Export  Credits  Guarantee  Department. — The  Export  Credits  Guaran- 
tee Department  (ECGD),  a  department  of  the  British  Government,  pro- 
vides export  credit  insurance  and  guarantees  for  East-West  trade  as  it 
does  for  exports  of  British  goods  and  services  to  other  destinations.  The 
ECGD  is  accountable  to  the  same  Ministers  as  the  Department  of  Trade. 
ECGD  operations  are  self-supporting  with  surpluses  from  ECGD  opera- 
tions being  returned  to  the  Central  Government  at  the  end  of  each  year. 

The  ECGD  will  insure  medium-term  East-West  trade  credits.  Such 
ECGD  coverage  includes  both  political  and  commercial  risks.  Specific 
insurance  coverage  is  available  in  East-West  trade  on  a  case-by-case 
basis  for  exports  of  British  capital  goods  and  construction  projects. 
Soviet  and  East  European  buyers  frequently  want  to  purchase  complete 
plants  and  equipment  or  other  heavy  engineering  projects.  The  Western 
exporter  negotiating  such  a  medium-term  contract  with  a  socialist  buyer 
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should  arrange  ECGD  specific  coverage  simultaneously  with  contract 
negotiations. 

The  ECGD  issues  specific  insurance  coverage  in  medium-term  East- 
West  trade  for  both  supplier's  credits  and  buyer's  credits.  ECGD  specific 
insurance  of  medium-term  supplier's  credits  is  customarily  granted  di- 
rectly to  the  exporter,  with  a  supplementary  guarantee  being  given  to 
the  commercial  bank  which  provides  the  Western  supplier  with  medium- 
term  financing.  The  ECGD  also  provides  buyer's  credit  guarantees  to 
commercial  banks  which  extend  East-West  trade  financing  directly  to 
the  socialist  buyer  for  export  sales  of  British  goods  worth  over  £250,- 
000. 28  Both  types  of  ECGD  specific  coverage  support  lending  at  fixed 
interest  rates,  plus  a  commitment  fee  at  a  flat  rate,  normally  1%. 

In  each  case,  the  socialist  buyer  is  expected  to  make  a  cash  down- 
payment  of  at  least  20%  of  the  contract  price.  ECGD  coverage  for 
commercial  risks  under  supplier  credit  guarantees  is  usually  90%  of 
the  financed  portion  and  90  to  95%  for  political  risks.  Repayment  terms 
are  normally  up  to  5  years.  Premiums  differ  according  to  the  category 
of  risk  of  the  specific  socialist  market,  the  payment  terms,  and  so  on. 

Financial  Guarantees. — The  ECGD  will  consider  applications  for 
major  capital  projects  costing  £-  2  million 29  or  more  and  requiring 
payment  on  terms  exceeding  5  years  from  the  date  of  shipment.  The 
Western  exporter  seeking  an  ECGD  Financial  Guarantee  for  East-West 
trade  financing  of  major  capital  projects  should  discuss  the  transaction 
as  early  as  possible  with  both  his  commercial  bank  and  the  ECGD. 

For  approved  long-term  East- West  trade  transactions,  the  ECGD  will 
issue  Financial  Guarantees  for  the  financed  portion  of  buyer's  credits 
provided  directly  to  the  socialist  borrower  by  a  Western  commercial 
bank  or  consortium  of  banks. 

Interest  rates  on  ECGD  Financial  Guarantees  are  set  on  a  case-by- 
case  basis.  While  the  rates  varies  within  a  range  of  7  to  8Vi%  (as  of 
February  1976),  it  is  fixed  for  the  duration  of  the  repayment  period. 
The  socialist  importer  is  customarily  required  to  make  a  cash  down- 
payment  of  the  contract  price. 

Lines  of  Credit. — For  a  discussion  of  ECGD-guaranteed  lines  of  credit 
extended  for  East-West  trade  financing  by  British  commercial  banks, 
see  page  23. 

Additional  information  on  ECGD  programs  can  be  obtained  by  con- 
tacting the  ECDG  directly.  See  page  72  for  ECGD's  address,  telephone 
and  telex  numbers. 

France 

Compagnie  Franchise   d' Assurance  pour  le  Commerce  Exterieur. — 

The   Compagnie   Franchise  d' Assurance   pour  le   Commerce   Exterieur 

88  About  $507,875  at  the  February  11,  1976,  spot  rate  of  exchange. 

39  About  $4.06  million  at  the  February  11,  1976,  spot  rate  of  exchange. 
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(COFACE)  is  a  private  joint-stock  company  with  70%  of  its  capital 
held  by  various  public  and  quasi-public  financial  institutions,  including 
three  large  nationalized  banks  (the  Credit  Lyonnaise,  the  Societe 
Generate,  and  the  Banque  National  de  Paris),  and  the  Banque  Franchise 
du  Commerce  Exterieur  (BFCE),  and  30%  by  a  private  insurance 
company,  the  Societe  Francaise  d'Assurance  pour  Favoriser  le  Credit. 

COFACE  covers  political  risks  (defined  to  include  natural  catastro- 
phies  or  "acts  of  God"  outside  France)  for  all  credit  maturities  and 
commercial  risks  for  medium-  and  long-term  transactions  for  the  ac- 
count of  the  French  Government.  Short-term  commercial  risks  coverage 
is  provided  by  COFACE  for  its  own  account. 

While  COFACE  coverage  is  available  for  short-term  financing  in 
East-West  trade,  it  is  not  required.  However  medium-  and  long-term 
East-West  trade  credits  must  be  insured  with  COFACE.  Without 
COFACE  credit  insurance  or  financial  guarantee  coverage,  access  to 
French  government-supported  refinancing  facilities  through  the  BFCE 
is  not  available.30 

On  medium-term  supplier's  credits  in  East-West  trade,  COFACE 
offers  political  risks  coverage  for  up  to  90%  of  the  financed  portion  for 
credit  sales  to  public  buyers.  Commercial  risks  are  available  for  up  to 
80%  of  the  financed  portion  for  credit  sales  with  maturities  of  up  to  3 
years  (usually  light  equipment)  and  to  85%  for  maturities  of  up  to 
5  years  (heavy  equipment). 

COFACE  guarantees  for  buyer's  credits  in  East-West  trade  with 
maturities  of  over  5  years  are  available  to  both  French  and  foreign 
banks  which  make  direct  loans  to  socialist  country  buyers  of  French 
capital  goods  valued  at  5  million  French  francs  81  or  more.  For  sales 
to  public  buyers,  COFACE  provides  political  risks  coverage  of  up  to 
95%  of  the  financed  portion. 

The  socialist  buyer  is  customarily  expected  to  make  a  cash  down- 
payment  of  at  least  15%.  The  amount  of  risk  carried  by  the  Western 
exporter  on  his  own  account  varies  and  may  go  as  high  as  10%  of  the 
contract  price,  although  in  East-West  trade  it  is  usually  much  less. 
Repayment  terms  customarily  followed  are  those  of  the  Berne  Union. 

Premium  rates  on  both  supplier's  credits  and  buyer's  credits  in  East- 
West  trade  are  determined  by  several  factors,  including  the  length  of  the 
credit  and  the  credit-worthiness  of  the  socialist  country  buyer. 

Additional  information  on  COFACE  programs  can  be  obtained  by 
contacting  COFACE  directly.  See  page  72  for  address,  telephone  and 
telex  numbers. 

Federal  Republic  of  Germany 

Hermes-Kreditversicherungs  A.G. — Export  credit  insurance  for  East- 


30  For  a  discussion  of  the  interaction  ol  the  BFCE  and  COFACE,  see  pages  61-62. 
:I1  About  $1.1  million  at  the  February  11,  1976,  spot  rate  of  exchange. 
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West  trade  as  for  German  exports  to  other  destinations  is  provided  by 
Hermes-Kreditversicherungs  A.G.  (Hermes),  a  private  stock  company 
which  acts  as  agent  for  the  West  German  Government.  The  Govern- 
ment bears  the  entire  export  credit  risk.  Maximum  amounts  that  may  be 
insured  by  Hermes  during  the  year  are  allocated  annually  in  the  Federal 
Budget.  All  premiums  accrue  to  the  Federal  Treasury. 

Hermes  will  insure  medium-term  East- West  trade  credits  to  a  maxi- 
mum of  5  years  on  exports  of  German  capital  goods,  depending  for  exam- 
ple on  the  type  of  goods  purchased  by  the  socialist  buyer  and  on  the 
amount  of  the  East-West  trade  credit.  Hermes  also  issues  direct  guaran- 
tees to  banks  providing  large  long-term  export  credits — primarily  buyer's 
credits — for  projects  of  major  importance  involving  the  purchase  of 
German  capital  equipment  which  usually  needs  to  be  amortized  over  a 
period  exceeding  5  years.  Coverage  is  provided  for  both  commercial  and 
political  risks.  The  exporter  must  assume  the  risk  for  the  remainder  of 
the  financed  portion  not  covered  by  Hermes. 

Any  exporter  or  financing  bank  legally  domiciled  in  West  Germany 
is  eligible  to  apply  for  Hermes  cover  by  sending  his  insurance  applica- 
tions directly  to  Hermes  for  examination.  The  applications  are  then 
submitted  to  the  Interministerial  Committee  for  Export  Guarantees 
which  holds  the  power  of  decision. 

The  Interministerial  Committee  includes  (voting)  representatives  of 
the  West  German  Government  such  as  the  Ministries  of  Economic 
Affairs,  Finance,  and  Foreign  Affairs,  and  (nonvoting)  representatives 
of  the  banks,  export  merchants,  and  manufacturing  industries.  The 
Committee  bases  its  decision  not  only  on  commercial  considerations  but 
also  on  the  economic  interests  of  West  Germany. 

When  the  Committee  has  approved  an  insurance  application,  the 
exporter  is  notified  that  the  proposed  East-West  trade  transaction  is  in 
principle  eligible  for  Hermes  credit  insurance.  The  Western  exporter  then 
completes  his  negotiations  with  the  socialist  buyer.  Hermes  issues  the 
policy  when  the  exporter  has  concluded  the  contract  according  to  the 
conditions  and  terms  approved  by  the  Committee. 

Although  Hermes  grants  three  main  types  of  policies,  only  the  first 
two  are  often  used  in  East-West  trade.  The  first  type  of  policy  extends 
cover  for  a  single  transaction  between  exporter  and  the  socialist  buyer, 
while  the  second  provides  revolving  cover  for  the  annual  business  of  a 
single  Western  exporter  with  a  single  socialist  buyer.  The  third  type  of 
policy  gives  comprehensive  cover  for  the  Western  exporter's  entire 
business  with  a  number  of  foreign  buyers  in  a  number  of  markets. 

Hermes  covers  both  commercial  and  political  risks  in  East-West  trade 
for  supplier's  credits,  buyer's  credits,  and  financial  credits,  with  the 
exception  of  financing  for  exports  to  the  German  Democratic  Republic 
(GDR — East  Germany).  These  exports  can  be  insured  with  the  Deutsche 
Revisions  und  Treuhand,  A.G.    (TREUARBEIT)   of  Frankfurt/Main. 
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TREUARBEIT  is  an  auditing  and  trust  company  wholly  owned  by  the 
Federal  Government.  Further  information  about  TREUARBEIT  cov- 
erage can  be  obtained  by  contacting  TREUARBEIT  directly.  See  page 
72  for  address,  telephone  and  telex  numbers. 

Commercial  risks  include  protracted  default  by  the  socialist  buyer. 
Political  risks  covered  during  the  credit  period  are  transfer  delays  in 
converting  local  currency  payments  into  the  currency  designated  in  the 
sales  contract,  cancellation  of  export  or  import  licenses,  and  losses  due 
to  war,  revolution,  or  civil  disturbance.  No  separate  cover  for  com- 
mercial-risks-only  can  be  obtained.  However,  in  exceptional  cases, 
Hermes  will  grant  a  separate  policy  for  the  full  range  of  political  risks. 

Hermes  provides  coverage  for  up  to  85%  of  commercial  risks,  with 
up  to  90%  cover  available  for  preshipment  protection  for  the  exporter's 
actual  costs  of  manufacture  of  specially  fabricated  capital  goods.  Pre- 
shipment cover  is  not  available  for  consumer  goods  or  for  services.  Political 
risks  cover  for  convertibility/transfer  risks  and  for  payment  prohibition/ 
moratorium  risks  up  to  90%  is  available,  while  95%  cover  can  be 
obtained  for  all  other  political  risks.  Hermes  reserves  the  right  to  lower 
the  percentage  of  commercial  credit  and  political  risks  cover  available. 
The  Western  exporter  must  assume  the  remainder  of  the  risks,  with  one 
general  exception:  credit  risks  carried  by  the  Western  exporter  may  be 
reduced  to  10%  in  all  categories  for  export  of  goods  produced  in  West 
Berlin. 

Premium  rates  for  sales  to  public  buyers  are  fractionally  lower  than 
those  for  sales  to  private  firms.  Export  credit  insurance  rates  are  based 
on  the  length  of  the  credit  term,  the  type  of  risks  and  coverage,  the 
size  of  the  credit  insured,  and  on  the  proportion  of  the  risk  retained  by 
the  exporter.  Unlike  other  Western  government-supported  credit  insur- 
ance programs,  Hermes  does  not  have  a  grading  system  for  evaluating 
risks  in  different  markets.  However,  it  does  maintain  internal  restrictions 
of  various  kinds  for  many  countries,  including  practically  all  of  the 
socialist  countries.  The  restrictions  may  include  the  following:  (1) 
exclusion  of  certain  countries  from  the  insurance  system,  (2)  limitations 
for  insurance  of  transactions  to  certain  countries,  (3)  mandatory  in- 
creases in  self-participation  for  certain  countries,  and  (4)  special  re- 
strictions such  as  limitations  specifying  insurance  will  be  granted  only 
for  short-term  transactions. 

Additional  information  on  Hermes  insurance  programs  can  be  ob- 
tained by  contacting  Hermes  directly.  See  page  72  for  address,  tele- 
phone and  telex  numbers. 

Italy 

Istituto  Nazionale  delle  Assicurazioni. — The  Istituto  Nazionale  delle 
Assicurazioni  (INA),  an  autonomous  government  institute,  manages 
and  administers  for  the  account  of  the  State  export  credit  insurance  and 
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guarantees.  It  also  provides  "catastrophe"  coverage  for  "acts  of  God" 
occurring  outside  of  Italy.  The  INA  is  supervised  by  an  Interministerial 
Committee  whose  responsibilities  include  determination  of  the  terms  and 
conditions  of  insurance  policies,  the  approval  of  requests  for  coverage, 
and  the  amount  of  compensation  to  be  paid  in  the  event  of  losses. 

The  Government  of  Italy  annually  establishes  a  ceiling  which  limits 
the  amount  of  insurance  the  Interministerial  Committee  may  authorize 
during  the  year.  The  INA  has  no  fixed  capital  funds  since  the  Govern- 
ment guarantees  all  risks  within  the  stipulated  annual  budget.  Premiums 
are  paid  into  the  Central  State  Treasury. 

The  INA  offers  political  risks  coverage  in  East-West  trade  for  up  to 
90%  of  the  financed  portion  of  both  medium-term  (2  to  5  years)  and 
long-term  (over  5  years)  supplier's  credits.  However,  commercial  risks 
coverage  must  be  purchased  separately  from  political  risks  coverage. 
Because  of  budgetary  restrictions,  the  INA  rations  commercial  risks 
coverage  on  a  sliding  scale  ranging  from  a  high  of  85%  of  the  financed 
portion  on  the  first  200  million  lire  32  of  contract  value  to  a  low  of 
10%  for  contract  values  exceeding  600  million  lire.  When  the  aggregate 
of  credits  insured  by  an  Italian  exporter  in  a  given  fiscal  year  exceeds 
2  billion  lire,33  additional  credits  can  be  insured  only  up  to  10%  of 
the  financed  portion.  As  a  result  of  this  limitation,  the  INA  tries  to  obtain 
a  repayment  guarantee  for  Italian  exports  to  the  socialist  countries  from 
the  appropriate  Foreign  Trade  Bank,  National  Bank,  or  from  the 
socialist  government  itself. 

The  INA  also  provides  financial  guarantees  to  the  special  credit 
institutes34  which  advance  medium-  and  long-term  direct  credits  to 
socialist  country  borrowers  and  provide  lines  of  credit  to  the  appropriate 
Foreign  Trade  Banks  or  other  socialist  country  banks  authorized  to  deal 
in  foreign  exchange.  INA  financial  guarantees  customarily  cover  95% 
of  the  financed  portion  of  the  East- West  trade  transaction,  but  may  be 
increased  to  100%  when  the  Ministries  of  Treasury,  Foreign  Trade, 
Foreign  Affairs,  and  the  Budget  determine  that  a  specific  financial  credit 
is  of  "special  economic  and  political  importance." 

The  socialist  buyer  is  expected  to  make  a  cash  downpayment  of  at 
least  15%  of  the  contract  price.  The  annual  premium  rate  charged  by 
the  INA  in  East-West  trade  is  based  on  the  length  of  the  credit  and 
the  country  of  destination. 

Additional  information  on  INA  programs  can  be  obtained  by  con- 
tacting INA  directly.  See  page  72  for  the  address,  telephone  and  telex 
numbers. 


32  About  $263,000  at  the  February  11,  1976,  spot  rate  of  exchange. 

33  About  $2.63  million  at  the  February  11,  1976,  spot  rate  of  exchange. 

34  For  discussion  of  the  special  credit  institutes,  see  pages  27-28. 
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Japan 

Ministry  of  International  Trade  and  Industry.- — Export  credit  insurance 
for  East-West  trade  as  for  Japanese  exports  to  other  destinations  is 
provided  by  the  Export  Insurance  Division  of  the  Ministry  of  Interna- 
tional Trade  and  Industry  (MITI).  All  insurance  premiums  are  credited 
to  and  all  losses  are  debited  from  the  Export  Insurance  Special  Account 
established  and  financed  by  the  Japanese  Treasury.  The  Diet  (Parlia- 
ment) determines  the  overall  insurance  ceilings  each  year. 

Although  MITI  issues  eight  types  of  export  insurance,  only  three  are 
important  to  East-West  trade:  general  export  insurance,  export  pro- 
ceeds insurance,  and  export  bill  insurance.  The  Japanese  exporter  or 
exporters'  association  benefits  from  the  first  two  kinds  of  coverage,  while 
the  third  protects  commercial  banks  authorized  to  deal  in  foreign 
exchange. 

General  Export  Insurance. — This  insurance  is  most  fresuently  used  in 
East-West  trade,  and  covers  preshipment  financing.  It  may  be  obtained 
either  by  the  individual  Japanese  exporters  trading  with  the  socialist 
countries  or  by  the  exporters'  associations  which  exist  in  the  different 
branches  of  industry.  When  granted  to  exporters'  associations  as  group 
insurance,  all  export  contracts  concluded  by  the  individual  members  of 
the  association  concerned  are  covered.  Specific  policies  are  generally 
issued  in  East- West  trade,  with  coverage  of  up  to  60%  for  commercial 
risks  and  up  to  90%  for  political  risks.  General  export  insurance  may 
also  cover  the  risk  of  increased  marine  insurance  or  freight  rates. 

Export  Proceeds  Insurance. — This  covers  medium-  and  long-term  East- 
West  trade  credits  for  capital  goods,  construction  projects,  ships,  and 
other  goods  designated  by  MITI.  The  Japanese  exporter  or  exporters' 
association  can  also  obtain  cover  under  this  policy  for  risks  involving 
payment  by  the  socialist  buyer  for  technical  assistance  and  similar  serv- 
ices. Coverage  in  East-West  trade  begins  from  the  date  of  shipment  or 
delivery  of  the  goods  or  from  the  beginning  of  the  services.  Only 
specific  policies  are  issued.  The  maximum  risk  cover  is  80%  for  com- 
mercial and  90%  for  political  risks. 

Export  Bill  Insurance. — This  provides  cover  for  banks  authorized  to 
deal  in  foreign  exchange  rather  than  for  exporters  or  exporters'  asso- 
ciations. The  bank  taking  out  this  coverage  is  insured  against  nonpay- 
ment of  documentary  export  bills  drawn  for  the  collection  of  export 
proceeds  that  it  has  purchased  from  exporters.  For  policies  issued  under 
the  export  bill  insurance,  the  Japanese  foreign  exchange  bank  concludes 
in  advance  an  insurance  contract  with  the  Government  for  each  fiscal 
or  half  fiscal  year.  Within  5  days  of  the  actual  financing  or  negotiation 
of  a  bill,  the  bank  notifies  MITI  that  the  insurance  contract  is  to  be 
applied  to  a  particular  East-West  trade  transaction.  The  maximum  risk 
covered  is  80%. 
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MITI  divides  export  markets  into  six  grades,  depending  on  the  risks 
involved  in  the  transaction,  MITI's  concentration  of  exposure  in  a  given 
market,  the  reliability  of  the  buyer,  the  guarantees  provided  by  him,  and 
country  credit-worthiness.  Premium  rates  vary  accordingly. 

Additional  information  on  MITI  programs  can  be  obtained  by  con- 
tacting MITI  directly.  See  page  73  for  address,  telephone  and  telex 
numbers. 

Soviet  Insurance  Companies  in  the  West 

The  Soviet  Union  wholly  owns  three  insurance  companies  in  the  West, 
chartered  under  the  laws  of  their  host  countries:  Garant-Versicherungs, 
A.G.  in  Vienna;  Schwarzmeer  und  Ostsee,  A.G.  in  Hamburg;  and  Black 
Sea  and  Baltic  Company,  Ltd.,  in  London.  The  latter  is  a  member  of  the 
British  Insurance  Association  and  underwrites  credit  risks  on  exports  to 
the  Soviet  Union  and  East  European  countries  without  relying  on  Export 
Credits  Guarantee  Department  (ECGD)  coverage.35 

The  Soviet  insurance  companies  in  the  West  cover  export  credit  risks 
as  well  as  other  risks  for  Western  firms  engaged  in  East-West  trade 
with  the  Soviet  Union  and  all  the  socialist  countries  of  Eastern  Europe 
except  Albania.  Coverage  by  these  companies  for  trade  with  the  People's 
Republic  of  China  is  not  available. 

The  Soviet  insurance  companies  in  the  West  grant  complete  coverage 
to  the  Western  exporter  without  requiring  that  he  retain  a  certain  per- 
centage of  the  risk  for  his  own  account.  This  feature  can  be  particularly 
attractive  to  the  Western  exporter  who  would  like  to  obtain  insurance 
for  the  financed  portion  of  an  East- West  trade  transaction  which  Western 
government-supported  credit  insurance  programs  do  not  cover. 

Normally  there  are  no  specific  limits  on  the  amount  of  liabilities  or  on 
the  length  of  the  credit  period  covered.  Reinsurance  arrangements  with 
major  Western  insurance  companies  as  well  as  with  the  socialist  State 
Insurance  Companies  permit  the  Soviet  insurance  companies  in  the  West, 
especially  Garant  in  Vienna,  to  underwrite  East-West  trade  risks  with- 
out limitation  as  to  amount  of  liability  or  length  of  credit  maturities 
involved.  Most  West  European  banks  provide  financing  on  the  basis  of 
Soviet-owned  insurance  company  guarantees. 

Principal  Risks  Covered. — Black  Sea  and  Baltic,  and  especially  Garant, 
provide  100%  insurance  of  gross  invoice  value  against  all  risks  arising 
in  the  socialist  importing  country  and  resulting  in  a  delay  of  payment 
or  nonpayment  of  a  due  amount.  The  risks  usually  appear  when  a  par- 
ticular East  European  country  has  a  temporary  shortage  of  hard  cur- 
rency. For  larger  East-West  trade  transactions,  the  Western  exporter 
may  wish  to  arrange  to  carry  a  portion  of  the  risk  himself  to  reduce  the 
overall  cost  of  the  insurance  coverage. 

35  For    a   discussion    of   Western    government-supported    export    credit    insurance    programs,    see 
pages  71-85. 
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When  a  Western  government-supported  export  credit  insurance  agency 
such  as  Hermes  in  Germany  or  the  ECGD  in  the  United  Kingdom  will 
not  insure  a  particular  transaction  for  various  reasons,  or  the  procedure 
takes  too  long,  Western  exporters  may  use  Garant  or  Black  Sea  and 
Baltic  for  insuring  sales  to  any  eligible  socialist  country. 

The  Soviet  insurance  companies  in  the  West  provide  political  risk 
coverage  against  war  and  revolution  as  well  as  insurance  against  the 
impossibility  of  Western  delivery  resulting  from  interference  or  other 
action  by  the  government  of  the  socialist  importing  country.  If  the 
appropriate  socialist  State  Bank  guarantees  the  East-West  trade  trans- 
action, Garant  will  also  cover  the  commercial  risk  of  the  socialist  buyer's 
unjustified  failure  or  refusal  to  accept  the  Western  goods. 

Additional  coverage  includes  preshipment  cover  (manufacturing  risk) 
for  specially  fabricated  equipment  for  a  single  export  order,  goods  manu- 
factured in  unusually  large  amounts,  or  products  which  take  an  abnor- 
mally long  time  to  manufacture. 

The  Soviet  insurance  companies  in  the  West,  especially  Schwarzmeer, 
also  issue  transportation  insurance. 

Garant  offers  a  machinery  erection  and  machinery  guarantee  which 
is  of  interest  to  the  Western  exporter  engaged  in  construction  of  a  turn- 
key plant  or  other  major  construction  project  in  Eastern  Europe  or  the 
Soviet  Union.  Within  the  terms  of  the  insurance,  this  policy  covers 
named  risks  of  damage  to  insured  goods  during  the  assembly  and  guaran- 
tee period  for  which  the  Western  exporter  is  liable  under  his  contract 
with  the  socialist  importer.  Garant  determines  the  percentages  of  cover 
and  the  premium  rates  for  this  policy  on  a  case-by-case  basis. 

Insurance  from  Soviet  insurance  companies  in  the  West,  as  from  other 
Western  insurers,  normally  follows  the  currency  of  the  East-West  trade 
contract.  However,  the  insurance  may  be  written  in  any  currency  indi- 
cated by  the  Western  exporter,  provided  the  premium  is  paid  in  the 
same  currency.  Any  losses  are  also  paid  in  the  currency  of  the  policy. 
Premium  rates  are  generally  competitive  with  those  of  other  Western 
private  insurers,  but  slightly  higher  than  the  political  and  commercial 
risks  coverage  issued  by  Western  government-supported  export  credit 
insurance  and  guarantee  programs. 
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V.  ALTERNATIVE  COMPENSATION 
ARRANGEMENTS 

Many  techniques  long  familiar  in  international  commerce  have  been 
given  an  innovative  twist  or  a  new  interpretation  to  fit  trade  between 
market  economies  on  the  one  hand  and  centrally  planned  economies  on 
the  other.  The  area  of  payments  and  collections  in  East-West  trade 
is  one  in  which  the  application  of  old  techniques  frequently  has  a  dis- 
concerting impact  on  the  U.S.  businessman. 

During  negotiations  on  the  financing  package  for  an  East-West  trade 
transaction  and  sometimes  even  earlier,  the  Soviet  or  East  European 
buyer  may  ask  that  the  Western  exporter  accept  in  complete  or  at  least 
in  partial  payment  for  his  export  sale  a  product  or  group  of  products 
from  the  socialist  importing  country.  This  often  leads  to  some  form  of 
alternative  compensation  arrangement.  Such  alternative  arrangements 
are  for  all  practical  purposes  nonexistent  in  East-West  trade  with  the 
People's  Republic  of  China. 

Alternative  compensation  arrangements  range  from  pure  barter  and/or 
"switch"  trading  through  assorted  varieties  of  counter-purchase  and 
product  pay-back  transactions  to  coproduction  agreements.  They  may 
be  applied  to  maturities  of  any  duration,  from  short-term  cash  deals  to 
very  long-term  development  and  resource  arrangements. 

Many  alternative  compensation  arrangements  utilized  as  payment 
vehicles  in  East-West  trade  contain  elements  characteristic  of  barter 
transactions.  Because  of  persistent  hard  currency  shortages,  the  Soviet 
Union  and  the  countries  of  Eastern  Europe  may  ask  the  Western  ex- 
porter to  engage  in  direct  barter  and  occasionally  in  "switch"  trading. 

Barter  Arrangements 

Pure  barter  terms — payment  in  kind — involve  the  direct  exchange 
between  the  buyer  and  the  supplier  of  specified  quantities  of  different 
products  so  that  no  currency  payment  is  involved.  A  more  common 
arrangement  in  East- West  trade  is  for  the  Foreign  Trade  Organization 
or  other  socialist  country  buyer  to  ask  that  only  a  part  of  the  payment  for 
his  purchase  of  Western  goods  and  services  be  made  in  kind.  The 
Western  exporter  then  agrees  to  accept  or  arrange  to  market  a  given 
amount  of  products  offered  as  compensation  by  the  East  European 
buyer. 

While  the  socialist  buyer  will  often  begin  the  bargaining  by  quoting 
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a  fairly  high  percentage  of  the  contract  price  for  compensation  through 
barter  terms,  the  final  arrangement  is  rarely  more  than  20  or  30%  of  the 
contract  price. 

Depending  on  his  competitive  position  and  his  own  resources  and 
experience,  the  Western  exporter  may  decide  to  enter  into  such  an 
arrangement.  Negotiations  will  determine  the  contract  price  and  the 
percentage  of  the  contract  price  which  is  to  be  paid  in  barter  terms.  The 
remainder  of  the  transaction  is  paid  for  in  cash  or  through  traditional 
export  financing  arranged  with  Western  commercial  banks. 

The  Western  exporter  can  sometimes  obtain  agreement  that  the  barter 
goods  to  be  accepted  are  exactly  described  in  an  annex  to  the  main 
export  contract,  including  their  numbers  and  unit  value.  However,  if 
after  having  accepted  the  principle  of  barter  compensation  in  the  trans- 
action, the  Western  exporter  should  find  it  difficult  or  impossible  to 
obtain  such  an  explicit  description  of  the  barter  goods  to  be  received 
as  partial  payment,  he  may  require  that  he  be  allowed  a  free  choice  from 
among  a  specified  list  of  socialist  country  goods  to  be  taken  as  compen- 
sation. 

The  Western  exporter  may  also  require  that  the  barter  goods  be 
supplied  at  world  market  prices,  and  that  their  quality  meet  certain 
clearly  stated  objective  standards.  The  period  in  which  the  bartered 
goods  are  to  be  delivered  by  the  socialist  buyer  and  accepted  by  the 
Western  exporter  should  also  be  precisely  stated.  One  year  is  generally 
regarded  as  an  appropriate  limit,  except  in  unusual  circumstances. 

Since  raw  materials  bring  hard  currency  when  sold  on  Western 
markets,  the  socialist  countries,  especially  the  Soviet  Union,  usually 
prefer  to  offer  their  manufactured  goods  rather  than  raw  materials  in  a 
barter  transaction  with  a  Western  exporter.  The  socialist  countries  fre- 
quently offer  for  barter  products  which  they  themselves  may  have  diffi- 
culty in  selling.  This  increases  the  Western  exporter's  risk  of  loss  in 
marketing  these  goods.  Thus  the  Western  exporter  should  factor  this  risk 
into  the  selling  price  he  quotes  for  his  own  export. 

The  Western  exporter  may  decide  to  market  the  socialist  goods  him- 
self or  he  may  use  a  specialized  barter  trading  house  for  the  purpose. 
Many  Western  exporters  often  have  no  real  idea  of  the  market- 
ability of  the  barter  goods  offered  as  compensation  by  the  socialist 
buyer.  Furthermore,  the  barter  game  is  a  complex  and  highly  specialized 
business  which  carries  a  considerable  degree  of  risk  for  some  firms 
seeking  to  market  goods  taken  as  compensation  in  East-West  trade.  As 
a  result,  the  Western  exporter  will  normally  find  it  strongly  advisable 
to  utilize  the  services  of  an  experienced  barter  house.  Contacting  a 
barter  house  as  soon  as  possible  after  the  question  of  barter  is  raised  can 
prove  of  substantial  assistance. 

Barter  houses  are  able  to  indicate  which  socialist  goods  can  be  most 
easily  sold  in  the  West  and  what  the  discounts  are  likely  to  be.  The  dis- 
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counts  vary  with  the  countries  and  commodities  involved  and  the 
amount  of  time  the  Western  exporter  is  willing  to  allow  the  barter  house 
for  marketing  the  goods.  Discounts  are  arranged  on  a  case-by-case  basis 
for  each  transaction  and  include  the  fees  charged  for  services  rendered 
by  the  barter  house.  The  Western  exporter  would  be  well  advised  to 
discuss  these  questions  with  the  barter  house  before  the  contract  is 
signed  with  the  socialist  buyer.  The  barter  house  can  often  provide  useful 
guidance  in  this  area  as  well  as  some  idea  of  what  costs  necessary  to 
the  transaction  should  be  added  to  the  selling  price  in  order  for  the 
Western  exporter  to  preserve  his  profit  margin. 

Guarantees  can  sometimes  be  arranged  for  barter  transactions,  pro- 
vided certain  conditions  are  met.  These  conditions  may  vary  somewhat 
from  country  to  country.  Generally,  however,  the  export  contract  should 
be  made  out  in  money  terms.  The  bartered  goods  provided  as  full  or 
partial  compensation  by  the  socialist  buyer  must  be  contracted  for  sep- 
arately from  the  export  contract  between  the  Western  exporter  and  the 
socialist  importer.  A  third  agreement — the  financing  package — is  then 
arranged  between  the  Western  exporter's  commercial  bank  and  the 
appropriate  Foreign  Trade  Bank  or  other  socialist  bank  authorized  to 
deal  in  foreign  exchange.  Any  guarantee  which  might  be  arranged  to 
cover  the  financed  portion  of  the  transaction  would  then  normally  apply 
only  to  the  financing  agreement  between  the  Western  commercial  bank 
and  the  socialist  bank.  The  agreement  concerning  the  resale  of  socialist 
country  products  taken  as  compensation  by  the  Western  exporter  cannot 
readily  be  guaranteed. 

Nevertheless,  even  when  these  conditions  are  met,  the  guarantee  would 
not  be  issued  if  any  direct  link  remained  among  the  three  contracts.  For 
instance,  such  a  link  is  usually  considered  to  exist  in  those  barter  ar- 
rangements which  give  the  socialist  buyer  the  right  to  reduce  the  payment 
to  the  Western  exporter  if  the  Western  exporter  should  have  difficulty 
in  marketing  the  barter  goods.  In  this  situation,  the  socialist  buyer  re- 
gards the  Western  exporter  as  not  having  fulfilled  his  barter  obligation. 

A  number  of  experienced  barter  houses  can  be  found  in  Vienna  and 
Zurich,  as  well  as  in  London,  Paris,  Cologne,  Munich,  and  other  West 
European  cities.  There  are  few  in  the  United  States.  The  Western  ex- 
porter's commercial  bank,  particularly  a  bank  active  in  East-West  trade 
financing,  can  often  assist  the  exporter  in  locating  an  experienced  barter 
house  in  his  general  area.  Many  large  commercial  banks  in  Western 
Europe  will  have  barter-switch  houses  as  subsidiaries.  Some  of  these 
barter-switch  houses  have  long  been  engaged  in  barter  transactions  with 
the  socialist  countries. 

Switch  Transactions 

Bilaterial  payments  agreements  provide  for  regular  settlement  of  im- 
balances in  freely  convertible  foreign  exchange,  in  a  clearing  currency, 
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or  in  gold.  A  country  with  a  surplus  of  clearing  funds  can  sell  these  funds 
against  freely  convertible  foreign  exchange  by  allowing  "switch  trade." 
Switch  trade  is  based  on  the  multilateral  use  of  bilateral  clearing  funds 
by  both  importers  and  exporters  and  constitutes  a  separate  market. 

Switch  trading  is  common  in  trade  with  developing  countries  as  well 
as  among  the  socialist  countries  themselves.  Since  switch  trading  fre- 
quently involves  some  barter  transactions  by  the  switch  trader,  many 
switch  houses  also  engage  in  barter  as  well  and  hence  are  often  referred 
to  as  barter-switch  houses. 

In  East-West  trade,  switch  transactions  enable  the  socialist  buyer  in 
effect  to  sidestep  foreign  exchange  difficulties  created  by  the  chronic 
hard  currency  shortage  most  socialist  countries  have.  The  Western  ex- 
porter is  paid  in  the  convertible  currency  he  designates  for  his  sales  to 
a  socialist  country. 

An  intermediary  switch  house  or  trader  specializing  in  these  trans- 
actions obtains  the  convertible  currency  from  a  bilateral  clearing  settle- 
ment between  the  socialist  buyer  and  a  third  country.  The  switch  house 
normally  includes  a  discount  in  the  transaction,  which  is  then  deducted 
from  the  hard  currency  payment  received  by  the  Western  exporter.  The 
discount  includes  both  the  fees  charged  for  the  transaction  by  the  switch 
house  and  the  costs  of  the  transaction  itself.  The  costs  reflect  the  type  of 
goods  and  the  exchange  rates  for  the  currencies  involved.  The  discount 
is  negotiated  on  a  case-by-case  basis  for  each  transaction. 

While  switch  transactions  with  the  Soviet  Union  are  very  rare,  they 
are  frequent  with  Eastern  Europe. 

Counter-Purchase  Arrangements 

Counter-purchase  arrangements  are  sometimes  also  known  as  com- 
pensation trading  or  reciprocal  trading.  However,  where  the  agreements 
in  a  barter  transaction  may  either  be  laid  out  in  an  annex  to  the  main 
export  contract  or  may  be  expressed  in  two  or  even  three  entirely  sep^ 
arate  contracts,  counter-purchase  arrangements  most  often  involve  three 
separate  contracts.  The  Western  exporter  will  usually  engage  an  experi- 
enced barter  house  to  negotiate  the  terms  of  the  counter-purchase. 

The  first  contract  is  between  the  Western  exporter  and  the  socialist 
importer  and  specifies  a  cash  settlement  for  the  East- West  trade  trans- 
action. In  the  second  contract,  the  Western  exporter  undertakes  to  buy 
goods  from  the  socialist  importer  for  amounts  of  equal  or  partial  value 
to  those  he  is  selling  to  the  socialist  importer.  The  Western  exporter 
must  then  sell  or  otherwise  dispose  of  the  socialist  country  goods  he  has 
"purchased.11  The  third  contract  is  usually  the  financial  agreement  be- 
tween the  Western  exporter's  commercial  bank  and  the  appropriate 
Foreign  Trade  Bank  or  other  socialist  bank  authorized  to  deal  in  foreign 
exchange.  On  occasion  the  Western  exporter  may  also  be  able  to  arrange 
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a  guarantee  covering  that  part  of  the  financed  portion  extended  by  private 
financing  sources  such  as  Western  commercial  banks. 

Counter-purchase  transactions  can  often  be  quite  large,  particularly 
if  they  are  arranged  on  a  government-to-government  basis,  followed  by 
private  level  agreements  between  appropriate  Western  firms  and  socialist 
Foreign  Trade  Organizations.  Examples  of  such  counter-purchase  ar- 
rangements include  those  of  West  Germany,  Italy,  or  Japan  for  sales 
of  Western  manufactured  goods  (pipeline  pipe,  construction  and  other 
heavy  capital  equipment)  to  a  socialist  buyer  on  the  one  hand,  and  the 
Western  counter-purchase  of  specific  raw  materials  (oil,  gas,  timber) 
from  socialist  suppliers  on  the  other. 

Product  Pay-Back  Arrangements 

Product  pay-back  arrangements,  sometimes  also  called  buy-back  bar- 
ter, constitute  an  alternative  compensation  arrangement  in  East-West 
trade  which  falls  somewhere  between  the  comparatively  simple  repay- 
ment terms  of  pure  barter  and  the  more  involved  arrangements  of  indus- 
trial cooperation  agreements.  Product  pay-back  arrangements  may  re- 
quire two  or  more  entirely  separate  contracts. 

Under  product  pay-back  compensation  arrangements,  the  Western 
exporter  usually  supplies  the  socialist  importer  with  a  plant  and  equip^- 
ment  and,  in  some  instances,  the  technology  necessary  to  run  the  plant 
or  to  complete  the  development  project.  In  order  for  the  Western  exporter 
to  supply  the  capital  goods,  construct  the  plant,  and  otherwise  help  the 
socialist  buyer  to  bring  the  project  on  line,  the  Western  exporter  must 
obtain  export  financing  from  his  commercial  bank  or  from  the  appro- 
priate Western  government-supported  export  credit  system. 

To  this  point,  the  product  pay-back  arrangement  is  like  any  other 
large  sale  of  capital  goods  and  equipment.  The  first  contract  covers  the 
sale  of  the  plant  and  equipment.  The  socialist  buyer  then  arranges  to 
repay  the  Western  exporter  wholly  or  in  part  with  goods  produced  by  the 
newly  purchased  installation  or  equipment.  This  normally  requires  a 
second  contract,  which  may  be  with  the  original  Western  exporter  or 
with  an  entirely  different  Western  firm  or  both.  The  second  contract 
usually  provides  for  the  Western  firm  to  purchase  a  specified  quantity 
of  output  from  the  new  installation  or  else  something  produced  under 
the  jurisdiction  of  the  same  industrial  ministry. 

The  Western  firm  sometimes  finds  obtaining  a  suitable  product  may 
present  difficulties  for  a  number  of  reasons — for  example,  the  quality 
of  the  designated  product  is  not  satisfactory,  a  sufficient  quantity  of  the 
product  is  not  available  when  required,  or  in  some  instances  the  firm 
lacks  expertise  to  facilitate  marketing  of  the  product.  In  seeking  an 
alternative  product,  Western  firms  are  becoming  increasingly  interested 
in  crossing  ministerial  lines  and  purchasing  goods  produced  under  the 
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jurisdiction  of  a  ministry  or  ministries  other  than  the  one  acquiring  the 
Western  plant  or  equipment.  Although  such  a  crossover  may  create 
difficulties  resulting  from  different  planning  and  accounting  jurisdictions 
within  the  centrally  planned  economy,  these  difficulties  can  usually  be 
resolved  through  negotiation,  particularly  if  socialist  buyer  interest  in  the 
designated  Western  technology,  plant,  or  equipment  is  sufficiently  strong. 

When  importing  a  Western  plant  or  equipment,  the  socialist  buyer  will 
often  purchase  larger  capacity  than  his  current  needs  require,  then 
utilize  the  extra  capacity  for  export  production. 

Thus  product  pay-back  arrangements  sometimes  develop  features 
common  to  counter-purchase  agreements  and,  like  them,  can  evolve  into 
elaborate  transactions., 

Coproduction  Agreements 

Although  coproduction  agreements  are  fundamentally  industrial  co- 
operation arrangements,  their  structure  normally  involves  a  payment 
mechanism  which  is  essentially  a  barter  transaction. 

In  a  coproduction  agreement,  both  partners  customarily  make  re- 
ciprocal deliveries  of  components  to  be  used  in  the  manufacture  of  a 
jointly  finished  product.  While  both  partners  are  viewed  as  contributing 
equally,  the  measure  of  that  equality  is  customarily  laid  out  in  the  con- 
tract governing  the  arrangement.  In  practice  the  socialist  partner  often 
produces  the  majority  of  parts  required  for  the  finished  product,  while 
the  Western  partner  provides  the  more  sophisticated  components.  Thus, 
each  partner  pays  the  other  in  kind  by  exchanging  the  necessary  com- 
ponents— a  barter  transaction. 

What  mutual  marketing  and/or  profit-sharing  arrangements,  if  any, 
the  partners  may  make  for  the  jointly  finished,  product  are  usually  sep- 
arate from  the  barter  payment  mechanism  represented  by  the  reciprocal 
deliveries  of  components. 
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VI.  SUPPLEMENTAL  INFORMATION 

The  Johnson  Debt  Default  Act 

The  Johnson  Debt  Default  Act,  as  amended  (18  U.S.C.,  sec.  955), 
prohibits  under  criminal  penalties  certain  financial  transactions  by  pri- 
vate persons  in  the  United  States  involving  foreign  governments  which 
are  in  default  in  the  payment  of  their  obligations  to  the  United  States, 
unless  they  are  members  of  both  the  International  Monetary  Fund  (IMF) 
and  the  International  Bank  for  Reconstruction  and  Development  (IBRD). 

The  prohibited  transactions  include  the  making  of  "loans"  to,  and 
the  purchase  or  sale  of  "bonds,  securities,  or  other  obligations"  of,  a 
foreign  government  which  is  within  the  statutory  category.  These  govern- 
ments x  include  Czechoslovakia,  Hungary,  Poland,  and  the  Soviet  Union, 
but  not  Albania,  Bulgaria  or  Romania.  Albania  and  Bulgaria  do  not 
at  present  have  any  debts  falling  under  the  provisions  of  the  Johnson 
Debt  Default  Act.  Romania  is  exempted  from  the  provisions  of  the  Act 
because  it  is  a  member  of  both  the  IMF  and  the  IBRD.  The  application 
of  the  Act  to  the  German  Democratic  Republic  (GDR)  and  the  People's 
Republic  of  China  (PRC)  has  not  been  determined;  in  both  cases,  there 
are  defaulted  obligations  of  predecessor  governments  to  the  United  States, 
but  the  attributability  of  these  obligations  to  the  present  governments  is 
uncertain.  The  socialist  governments  which  fall  within  the  statutory 
category  of  the  Johnson  Debt  Default  Act  are  generally  in  default  of 
debts  resulting  from  noncommercial  obligations. 

The  Johnson  Debt  Default  Act  is  not  intended  to  regulate  East-West 
trade  but  to  safeguard  U.S.  citizens  from  the  sale  of  securities  issued  by 
governments  with  a  history  of  defaults.  The  Attorney  General  has  ruled 
that  the  Act  does  not  prohibit  extensions  of  credit  for  export  financing 
"within  the  range  of  those  commonly  encountered  in  commercial  sales 
of  a  comparable  character."  2  He  has  noted  that  the  scope  of  the  Johnson 
Debt  Default  Act  should  not  be  measured  in  terms  of  distinctions  among 
the  various  forms  of  financing  export  trade,  but  rather  should  depend  on 
the  economic  function  of  a  transaction.3  The  Attorney  General  has 
determined  that  financing  arrangements  which  involve  such  things  as  lines 
of  bank  credit,  barter  arrangements,  and  deferrals  of  payment  pending 

1  This  is  not  intended  to  be  an  all-inclusive  list  for  the  socialist  countries. 

2  42  Op.  Att'y  Gen.  No.  15  at  6  (1963). 

3  42  Op.  Att'y  Gen.  No.  27  at  5  (1967). 
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development  of  earnings,  lie  beyond  the  scope  of  the  Act  "if  they  are 
directly  tied  to  specific  export  transactions,  if  their  terms  are  based  upon 
bona  fide  business  considerations,  and  if  the  obligations  to  which  they 
give  rise  'move  exclusively  within  the  relatively  restricted  channels  of 
banking  and  commercial  credit.'  ' 4  However,  if  the  financial  form  of 
the  transaction  is  a  subterfuge  to  conceal  what  is,  in  effect,  a  general 
purpose  loan,  it  would  violate  the  Act."' 

A  substantial  number  of  branches  or  subsidiaries  of  U.S.  banks  actu- 
ally incorporated  in  Europe  have  extended  credits,  either  on  their  own 
account  or  together  with  European  and  Japanese  banks.  Funds  raised 
entirely  outside  the  United  States  by  such  branches  or  subsidiaries  are 
not  subject  to  the  provisions  of  the  Johnson  Debt  Default  Act/' 

The  Johnson  Debt  Default  Act  specifically  exempts  public  corpora- 
tions created  by  or  pursuant  to  special  authorizations  of  Congress,  such 
as  the  Commodity  Credit  Corporation,7  as  well  as  corporations  in  which 
the  Government  of  the  United  States  exercises  a  controlling  interest 
through  stock  ownership  or  otherwise.  Transactions  in  which  the  Export- 
Import  Bank  of  the  United  States  (Eximbank)  participates  are  exempt 
from  the  provisions  of  the  Johnson  Debt  Default  Act  under  Section  11 
of  the  Export-Import  Bank  Act  of  1945,  as  amended.8 

For  the  proper  legal  interpretations  of  the  issues  raised  by  the  Johnson 
Debt  Default  Act,  bankers  and  others  involved  in  financial  transactions 
with  the  indicated  countries  should  seek  legal  counsel. 

Berne  Union 

The  Berne  Union  (International  Union  of  Credit  and  Investment 
Insurers),  established  in  1934,  is  a  group  of  public  and  private  export 
credit  and  investment  insurers  from  nearly  two  dozen  countries.  In  the 
United  States,  the  Export-Import  Bank,  the  Foreign  Credit  Insurance 
Association,  and  the  Overseas  Private  Investment  Corporation  are  mem- 
bers of  the  Berne  Union.  In  Western  Europe  and  Japan,  a  number  of  the 
leading  insurers  are  members.  These  include  the  Western  government 
agencies  discussed  above  which  provide  export  credit  insurance  and  guar- 
antees of  East-West  financing.  Although  various  government  departments 
and  agencies  are  active  members  of  the  Berne  Union,  governments  are 
not  themselves  members.  No  Soviet  or  East  European  State  Insurance 
Companies  and  no  Soviet-owned  insurance  companies  chartered  in  the 
West  are  members  of  the  Berne  Union. 

Created  as  a  forum  to  establish  sound  principles  for  the  development 


*  Ibid. 
5  Ibid. 

R39  Op.  Att'y  Gen.  398  (1939). 

7  For    a    discussion    of    Commodity    Credit    Corporation    financing    in    East-West    Trade,    see 
pages  32-33. 

8  12  U.S.C.,  Sec.  635h. 
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of  export  credit  insurance,  the  Berne  Union  fosters  and  facilitates  the 
candid  exchange  of  ideas  and  information  concerning  the  practice  of 
export  credit  insurance.  Daily  exchanges  occur  between  members  by 
telex,  cable,  and  telephone.  Regular  meetings  are  held  and  information 
about  defaulting  buyers  and  claims  experience  is  circulated  through  the 
Berne  Union  Secretariat. 

Berne  Union  guidelines  are  not  binding  rules  but  instead  are  regarded 
as  constituting  a  gentlemen's  agreement  among  members.  The  guidelines 
apply  to  export  credits  of  5  years  or  less,  and  suggest  that  most  agri- 
cultural commodities,  raw  materials,  and  light  consumer  goods  generally 
be  financed  on  short-term  maturities  of  up  to  1  year.  Light  machinery 
and  equipment  are  customarily  financed  with  the  shorter  medium-term 
maturities,  while  capital  goods  and  heavy  equipment  should  normally 
be  limited  to  terms  not  exceeding  5  years.  The  system  for  exchanging 
information  on  contracts  in  negotiation,  as  well  as  the  subsequent  noti- 
fication of  policies  issued  on  credits  exceeding  5  years,  enables  Berne 
Union  members  to  verify  the  terms  extended  and  to  consider  matching 
them. 

Overseas  Private  Investment  Corporation 

The  Overseas  Private  Investment  Corporation  (OPIC),  created  by 
Section  105  of  the  Foreign  Assistance  Act  of  1969  (P.  L.  91-175),  as 
amended,9  insures  U.S.  private  investments  against  certain  political  risks 
in  less  developed  countries,  including  Romania,  and  finances  the  invest- 
ment and/or  development  of  eligible  projects  of  U.S.  investors  in  those 
countries. 

INSURANCE  COVERAGE 

Insurance  coverage  is  available  for  various  kinds  of  investment  in 
less  developed  countries,  including  proprietary,  loan,  and  goods  or  serv- 
ices under  various  contractual  arrangements:  for  example,  licensing 
agreements,  construction  and  service  contracts,  and  special  forms  of 
agreements  such  as  the  joint  venture  arrangements  provided  for  under 
the  foreign  investment  laws  of  Romania. 

In  February  1975,  OPIC  and  13  private  insurance  companies  or- 
ganized the  Overseas  Private  Investment  Insurance  Group.  The  members 
of  the  Group,  including  OPIC,  provide  political  risk  insurance  with 
OPIC  as  manager  on  behalf  of  members  of  the  Group.  Political  risks 
covered  by  these  policies  are  inability  to  convert  into  dollars  local  cur- 
rency received  by  the  investor  as  profits  or  earnings  on  return  of  the 
original  investment;  and  loss  of  investment  due  to  expropriation,  national- 
ization, or  confiscation  by  action  of  a  foreign  government.  OPIC  re- 
insures the  Group's  excess  of  loss  liability,  and  in  its  own  name  and  on 

"See:  22  U.S.C.,  Sec.  2191  et.  seq. 
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its  own  behalf  exclusively,  issues  insurance  coverage  against  losses  due 
to  war,  revolution,  or  insurrection. 

ELIGIBILITY  . 

To  be  eligible  for  insurance  coverage,  an  investor  must  be  (1)  a  U.S. 
citizen;  (2)  a  corporation,  partnership  or  association  created  under  U.S. 
or  state  law,  which  is  more  than  50%  U.S. -owned;  or  (3)  a  foreign  busi- 
ness wholly  owned  (which  for  foreign  corporations  is  defined  to  mean 
at  least  95%  owned)  by  investors  eligible  under  (1)  or  (2)  above. 

As  a  general  rule,  a  proposed  project  must  either  be  new  or  an  ex- 
pansion of  an  existing  facility.  To  qualify  for  insurance,  investments 
need  not  be  tied  to  procurement  of  goods  or  services  in  the  United  States. 
However,  insurance  may  be  denied  in  cases  where  a  preponderance  of  the 
procurement  is  in  developed  third  countries.  The  project  must  be  reg- 
istered with  OPIC  before  the  investment  is  made  or  committed,  and  the 
investor  must  receive  project  approval  from  the  host  government  before 
an  insurance  contract  is  issued. 

FINANCING  SERVICES 

For  eligible  projects  in  Romania,  OPIC  can  guarantee  repayment  of 
long-term  loans  made  by  U.S.  lending  institutions.  OPIC  can  also  pro- 
vide long-term  direct  loans.  Both  guarantees  and  loans  are  available  for 
projects  whose  sponsors  have  compiled  a  successful  industry  record,  and 
have  a  significant  investment  in  the  enterprise;  and  for  projects  com- 
patible with  the  economic  and  social  development  goals  of  the  host 
country. 

Fees  and  interest  rates  for  OPIC  services  may  vary,  depending  on  the 
initial  assessment  of  the  risk  involved,  ultimate  profitability  and  develop- 
ment impact.  OPIC  can  also  provide  project  feasibility  assistance  and 
is  prepared  to  render  special  assistance  to  small  investors  and  to  projects 
in  agribusiness  through  the  OPIC-supported  Agribusiness  Council  in 
New  York  City. 

Further  information  on  OPIC  political  risk  insurance  and  finance 
programs  in  Romania  may  be  obtained  from  the  Information  Officer, 
Overseas  Private  Investment  Corporation,  1129  20th  Street,  NW.,  Wash- 
ington, D.C.  20527;  telephone:  202-632-1854;  telex:  WSH  89  23  10. 

Export  Insurance,  Transportation  Insurance 
and  Insurance  on  Fixed  Locations 

Insurance  coverage  for  East-West  trade  available  from  U.S.  sources 
has  consisted  primarily  of  standard  property,  casualty  and  transportation 
insurance  and  marine  war  risk  coverage  extended  on  a  case-by-case  basis. 
Coverage  for  joint  ventures,  turnkey  projects  and  other  activities  in  so- 
cialist countries  is  available  from  certain  U.S.  insurers  just  as  these  in- 
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surers   provide   such   coverage    in    non-socialist    countries    around    the 
world.10 

Premium  rates  on  the  above  types  of  coverage  vary,  depending  on  a 
number  of  factors,  and  are  quoted  on  a  case-by-case  basis.  Claims  will 
customarily  be  paid  in  the  same  currency  as  the  premium  payments. 
U.S.  dollar  insurance  protection  reduces  the  probability  of  misunderstand- 
ings arising  from  exchange  fluctuations  or  devaluation  of  the  foreign 
currency. 

No  specific  U.S.  restrictions  exist  on  private  insurance  coverage  on 
exports  to  or  imports  from  the  socialist  countries  of  Eastern  Europe, 
the  Soviet  Union,  and  the  PRC.  Restrictions  placed  by  these  countries 
on  insurance  on  trade  with  them  varies  according  to  the  jurisdiction. 
Also,  the  insurance  requirements  for  economic  activity  conducted  by 
foreign  enterprises  within  these  countries  varies  by  jurisdiction. 

Private  American  insurers  involved  in  providing  some  or  all  of  the 
above  types  of  insurance  coverage  for  East-West  trade  are  AFIA  (for- 
merly the  American  Foreign  Insurance  Association),  the  American  In- 
ternational Underwriters,  Chubb  and  Son,  Inc.,  and  the  Insurance  Com- 
pany of  North  America.  Members  of  the  American  Institute  of  Marine 
Underwriters  (AIMU)  of  New  York  also  issue  marine  and  war  risk  cov- 
erage on  export  shipments  involved  in  East-West  trade. 

AFIA 

AFIA  Worldwide  Insurance  of  Wayne,  New  Jersey,  an  association 
of  U.S.  insurance  underwriters,  will  offer  on  a  case-by-case  basis  coverage 
of  land  risks,  usually  of  a  property  damage  or  third  party  liability  nature, 
on  American  goods  and  operations  within  the  Soviet  Union  and  the 
socialist  countries  of  Eastern  Europe.  In  addition,  AFIA  will  also  pro- 
vide credit  insurance  and  marine  cargo  insurance.  Coverage  for  con- 
tractor's All-Risk  and  Machinery  Installation  is  likewise  available.  Cov- 
erage on  trade  with  the  PRC  is  not  available  from  AFIA  other  than  for 
transportation  risks. 

AFIA  has  made  arrangements  with  the  various  East  European  State 
Insurance  Companies;  with  Ingosstrakh,  the  State  Foreign  Insurance 
Company  of  the  Soviet  Union;  and  with  the  Black  Sea  and  Baltic  Com- 
pany, Ltd.,  the  Soviet-owned  insurance  company  chartered  in  London 
under  laws  of  the  United  Kingdom.  As  a  result,  AFIA  or  its  foreign 
branches  can  help  U.S.  businessmen  to  obtain  legally  acceptable  cover- 
age, servicing  facilities,  and  claims  handling.  AFIA  can  also  assist  any 


10  Political  and  commercial  credit  risk  coverage  is  available  from  the  Foreign  Credit  Insurance 
Association  (FCIA)  and  from  the  Export-Import  Bank  of  the  United  States  for  trade  with 
Poland  and  Romania.  For  information  on  these  programs,  see  pages  39-40  and  74-78.  For  infor- 
mation on  the  Overseas  Private  Investment  Corporation  coverage  in  Romania,  see  pages 
95-96. 
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licensed  U.S.  insurance  broker  or  U.S.  insurance  agent  in  dealing  with  the 
appropriate  socialist  State  Insurance  Company.  Political  risks  coverage 
is  not  included. 

AMERICAN  INTERNATIONAL  UNDERWRITERS 

The  American  International  Underwriters  (AIU)  of  New  York  will 
issue  coverage  on  a  case-by-case  basis  for  most  of  the  standard  insurance 
coverage — property,  casualty,  and  marine — it  provides  around  the  world. 
This  includes  coverage  for  political  risks,  Contractor's  All-Risk  and 
Erection  All-Risk  (for  machinery),  and  general  liability  and  personal 
liability  (Western  personnel)  and  marine  cargo  and  hull  coverage. 

The  AIU  works  in  cooperation  with  the  State  Insurance  Companies 
of  the  Soviet  Union  and  Eastern  Europe  (except  Albania),  and  has  con- 
cluded agreements  with  most  of  the  countries  of  Eastern  Europe.  Thus 
AIU  can  provide  claims  handling  and  servicing  to  clients  and  can  pro- 
vide information  on  the  insurance  requirements  and  laws  of  each  country. 
AIU  can  also  issue  marine  insurance  on  trade  with  the  PRC  and  provide 
other  standard  coverages  on  a  case-by-case  basis. 

AIU  or  its  foreign  branches,  subsidiaries  or  representatives  can  assist 
any  licensed  U.S.  insurance  broker  or  agent  in  dealing  with  the  apppro- 
priate  socialist  State  Insurance  Company. 

CHUBB  AND  SON,  INC. 

Chubb  and  Son,  Inc.  (International  Division)  of  New  York,  as  man- 
agers of  a  group  of  United  States  and  foreign  insurance  companies,  has 
an  agreement  on  behalf  of  its  United  States  member  companies  with  the 
Black  Sea  and  Baltic  Company,  Ltd.,  jointly  to  coinsure  American  per- 
sons, properties,  and  liabilities  located  in  the  Soviet  Union  and  other  so- 
cialist countries  (except  the  PRC  and  Albania).  Coverage  is  available 
for  acceptable  marine,  property  and  casualty  exposures.  Policy  wordings 
will  be  in  English  in  normal  cases  and  will  generally  utilize  standard 
U.S.  or  international  policy  wordings  not  in  conflict  with,  or  as  amended 
by,  Soviet  or  other  specified  socialist  country  statutory  requirements  as 
agreed  with  coinsurers  so  as  to  provide  legally  acceptable  coverage.  Risks 
are  considered  on  a  case-by-case  basis  and  servicing  facilities  are  avail- 
able. The  usual  brokerage  commissions  are  payable  to  North  American 
agents  and  brokers. 

INSURANCE  COMPANY  OF  NORTH  AMERICA 

The  Insurance  Company  of  North  America  (1NA),  with  headquarters 
in  Philadelphia,  can  provide  insurance  and/or  reinsurance  coverage  on 
a  case-by-case  basis  for  American  persons,  properties  and  liabilities  lo- 
cated in  selected  Eastern  European  countries,  including  Poland  and 
Romania.   Coverage   is  available  for  acceptable  marine,  property,   and 
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PRIVATE  U.S.  INSURERS  IN  EAST-WEST  TRADE 

(Property,  Casualty,  Transportation,  and  Marine  War  Risk 

Insurance) 


AFIA  Worldwide  Insurance 
North  American  Control  Office 
110  William  Street 
New  York,  New  York  10038 

Tel:  212-964-4990 
Telex:  42  39  29 

Members  of  the  American  Institute  of  Marine  Underwriters 

99  John  Street 

New  York,  New  York  10038 

Tel:  212-233-0300 
Telex:  42  07  30 

American  International  Underwriters  Corporation 

102  Maiden  Lane 

New  York,  New  York  10005 

Tel:  212-791-7130 
Telex:  12  52  27;  12  69  87 

Chubb  and  Son,  Inc. 
International  Department 

100  William  Street 

New  York,  New  York  10038 

Tel:  212-285-2850 

Telex:  RCA  23  26  65;  ITT  42  36  41 

Insurance  Company  of  North  America 

International  Insurance  Section 

2  INA  Plaza 

1600  Arch  Street 

Philadelphia,  Pennsylvania  19101 

Tel:  215-241-4000 
Telex:  83  44  42  PHA 
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casualty  exposures.  1NA  has  also  established  a  working  relationship 
with  the  Black  Sea  and  Baltic  Company,  Ltd.,  and  with  Ingrosstrakh 
through  their  London  facility.  INA  has  been  active  in  providing  U.S. 
forms  of  coverage,  not  conflicting  with  local  statutory  requirements,  for 
U.S.  and  Canadian  contractors  involving  builder's  risks  and  erection 
projects  in  the  Soviet  Union  and  other  socialist  countries.  INA  can 
also  issue  transportation  coverage  on  U.S.  trade  with  the  Soviet  Union 
and  the  PRC. 

AMERICAN  INSTITUTE  OF  MARINE  UNDERWRITERS 

The  American  Institute  of  Marine  Underwriters  (AIMU),  a  trade 
association  representing  some  120  insurance  companies  writing  transpor- 
tation insurance,  has  correspondents  in  major  ports  worldwide.  In  the 
U.S.S.R.  Ingosstrakh  is  a  correspondent  of  the  AIMU.  Standard  marine 
cargo  insurance  and  war  risk  policies  are  generally  available  through 
member  companies  to  cover  risks  on  the  transport  of  goods  between  the 
United  States  and  the  socialist  countries. 

Cargo  insurance  on  shipments  exported  to  or  imported  from  the 
socialist  countries  is  available  from  all  cargo  insurers. 
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GLOSSARY  OF  SELECTED  FINANCIAL  TERMS 

A  Forfait  Financing.  Nonrecourse  financing,  sometimes  referred  to  in 
the  United  States  as  "note  financing."  See  also:  Nonrecourse  Credit. 

Acceptance.  A  credit  instrument  consisting  of  a  written  order  requiring 
an  importer  (or  buyer)  to  pay  a  specified  sum  at  a  given  date  to  the 
exporter  or  seller).  The  order  is  signed  by  the  importer  as  an  indica- 
tion of  his  intention  to  honor  his  obligation.  The  importer  returns  the 
signed  acceptance  to  the  exporter.  The  exporter  can  then  obtain  his 
payment  promptly  by  selling  the  bill  (or  acceptance)  to  his  bank  at 
a  discount. 

(a)  Bank  acceptance. — a  draft  or  bill  of  exchange  drawn  on  and  ac- 
cepted by  a  bank. 

(b)  Trade  acceptance. — a  draft  or  bill  of  exchange  drawn  on  and  ac- 
cepted by  an  importer  or  buyer. 

"Agreement"  Corporation.  Corporation  chartered  under  state  law  to 
engage  in  foreign  banking.  See  also:  12  U.S.C.  Sec.  611  et  seq. 

Bank  Acceptance.  A  time  or  term  bill  of  exchange  discounted  by  a 
commercial  bank.  A  bank  will  usually  stamp  "accepted"  across  the 
face  of  the  bill.  The  credit  standing  and  reputation  of  the  bank  which 
accepted  it  gives  the  bill  its  value.  Once  accepted  by  a  first-class  bank, 
a  bill  can  be  rediscounted  (sold)  in  the  acceptance  market,  allowing 
the  bank  to  replenish  its  funds  for  additional  business.  In  the  case  of 
East  European  bills,  the  terms  of  acceptance  credits  sometimes  require 
that  the  importer  must  also  accept  the  bills  before  they  can  be  dis- 
counted as  acceptances. 

Bank  Draft.  A  check  drawn  by  one  bank  on  another  bank.  The  bank 
draft  is  customarily  used  where  it  is  necessary  for  a  customer  to 
provide  funds  which  are  payable  at  a  bank  at  some  distant  location. 

Bill  of  Exchange  (or  Draft  Bill).  A  negotiable  draft  drawn  by  an 
exporter  on  an  importer  at  sight  or  over  a  specified  credit  period. 
The  draft  covers  the  contract  price  of  goods  in  a  trade  transaction.  In 
East-West  trade,  bills  of  exchange  are  generally  drawn  under  a  letter 
of  credit  opened  in  the  exporter's  favor.  See  also:  Draft. 

Blended  Rate.  See:  Effective  Rate. 

Blocked  Assets.  As  used  in  this  publication,  the  term  blocked  assets 
refers  to  property  or  other  assets  subject  to  the  jurisdiction  of  the 
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United  States  which  are  prohibited  by  the  Foreign  Assets  and  Foreign 
Funds  Control  Regulations  from  transfers  to  or  use  in  transactions 
with  certain  foreign  countries  or  nationals  thereof.  Also  referred  to 
as  "frozen  assets."  Specified  assets  owned  by  the  Government  of 
Czechoslovakia,  the  Government  of  the  German  Democratic  Republic, 
Latvia,  Lithuania,  or  Estonia,  or  by  any  individual,  partnership,  as- 
sociation, corporation,  or  other  organization  of  the  territory  now 
comprising  these  countries,  were  blocked  June  14,  1941,  under  the 
provisions  of  Executive  Order  No.  8785  (3  C.F.R.  948  (1938-1943 
Comp.))  amending  Executive  Order  No.  8389  (3  C.F.R.  645  (1938- 
1943  Comp.))  and  continue  to  be  blocked  under  the  Foreign  Funds 
Control  Regulations  (31  C.F.R.  Part  520).  Specified  assets  owned 
by  the  Government  of  the  People's  Republic  of  China  or  by  any 
individual,  partnership,  association,  corporation,  or  other  organization 
of  the  territory  now  comprising  that  country,  were  blocked  as  of  De- 
cember 17,  1950,  and  continue  to  be  blocked  pursuant  to  the  Foreign 
Assets  Control  Regulations  (15  C.F.R.  Part  500).  For  more  informa- 
tion on  blocket  assets  see  the  cited  regulations. 

Branch,  Foreign.  In  U.S.  banking,  a  bank  located  in  a  foreign  country 
which  under  U.S.  banking  laws  is  an  extension  of  the  U.S.  parent  and 
thus  subject  to  U.S.  bankng  laws. 

Buyer's  Credits.  Credits  granted  directly  to  a  foreign  buyer  by  banks 
or  other  credit  institutions,  enabling  the  buyer  to  pay  cash  to  the 
supplier  for  imports.  In  Japan,  medium-  and  long-term  buyer's  credits 
are  known  as  "overseas  direct  loans." 

Cash-Against-Documents.  The  exporter  is  paid  upon  the  presentation 
of  shipping  documents  to  his  commercial  bank. 

Clean  Credits.  Time  or  sight  deposits  and  letters  of  credit  in  which 
no  documents  of  title  are  called  for  and  which  do  not  involve  goods. 

Clearing  Bank.  One  of  the  commercial  bank  group  which  carries  out 
nearly  ail  commercial  banking  in  the  United  Kingdom. 

Commercial  Bank.  Bank  with  the  power  to  make  loans  that,  at  least 
in  part,  eventually  become  new  demand  deposits.  Because  a  com- 
mercial bank  is  required  to  hold  only  a  fraction  of  its  deposits  as 
reserves,  it  can  use  some  of  the  money  on  deposit  to  extend  loans. 
The  commercial  bank  also  offers  a  wide  variety  of  services  to  its 
customers.  See  also:  Merchant  Bank;  Investment  Bank. 

Commercial  Risk.  As  used  in  this  publication,  commercial  risk  refers 
to  the  insolvency  of  the  buyer  or  failure  of  the  buyer  to  pay  the 
amount  due  at  due  date  (protracted  default). 

Comprehensive  Insurance  Policy.  Western  government-supported 
credit  insurance  which  includes  coverage  for  both  political  and  com- 
mercial risks. 

102 


Convertible  Currency.  A  currency  which  can  be  freely  exchanged  for 
foreign  currencies  or  gold  in  the  open  market.  Limited  convertibility, 
frequently  referred  to  as  transferability,  applies  to  the  changing  of 
one  currency  into  another  with  government  permission. 

Debt-Service  Ratio.  Ratio  of  repayment  of  principal  and  interest  to 
hard  currency  earnings.  These  earnings  may  cover  both  visible  items 
(merchandise)  and  invisible  items  (services  such  as  tourist  expendi- 
tures, royalties,  etc.)  in  a  country's  international  current  account 
transactions. 

Discount,  Commercial.  An  allowance  from  the  quote  price  of  goods, 
usually  made  by  the  deduction  of  a  specified  percentage  from  the 
invoice  price. 

Discount,  Financial.  A  deduction  from  the  face  value  of  commercial 
paper,  such  as  bills  of  exchange  and  acceptances,  made  when  the 
seller  receives  cash  before  the  maturity  date  of  the  commercial  paper. 
Rates  of  discount  vary  according  to  the  state  of  the  particular  financial 
market,  the  financial  standing  of  the  persons  involved,  and  other  cir- 
cumstances surrounding  the  transaction,  e.g.,  whether  the  discountable 
paper  is  guaranteed  and  by  whom. 

Discounting  (Commercial  Paper).  Term  referring  to  the  commercial 
bank  practice  of  buying  bills  of  exchange  and  promissory  notes  from 
exporters  by  paying  the  current  value  of  the  debt  which  the  bank 
will  collect  at  a  future  time. 

Documentary  Credits.  Financing,  usually  by  letter  of  credit,  which 
requires  that  the  trade  documents  (invoice,  bills  of  lading,  insurance 
certificate,  and  others)  specified  in  the  letter  of  credit,  accompany 
bills  of  exchange  when  they  are  discounted  at  a  commercial  bank. 

Draft.  See:  Bill  of  Exchange;  Bank  Draft. 

Edge  Act  Corporation.  Corporation  chartered  by  the  Federal  Reserve 
Board  to  engage  in  foreign  banking.  See:  12  U.S.C.,  Sec.  611  et  seq. 

Effective  Rate.  Interest  rate  charged  on  Western  government-sup- 
ported export  financing  which  includes  the  officially  quoted  rate,  com- 
mercial bank  participation  financing,  if  any,  and  typical  commercial 
bank  charges  associated  with  that  financing.  It  does  not  include  in- 
surance premiums.  Also  referred  to  as  the  "blended  rate." 

Endorsement.  A  signature  on  the  back  of  a  negotiable  instrument 
which  transfers  the  rights  of  the  instrument.  Each  endorser  orders  the 
prior  parties  to  fulfill  the  contract  to  his  endorsee,  and  also  agrees 
with  the  endorsee  that,  if  they  do  not,  he  will.  See  also:  "Without 
Recourse." 

Eurobond.  A  special  type  of  security  representing  either  "straight  debt" 
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or  debt  that  is  convertible  into  equity  shares  of  the  issuer.  The 
security  issues  are  underwritten  by  multinational  syndicates  and  are 
floated  simultaneously  in  several  countries.  They  are  denominated  in 
currencies  that  may  not  necessarily  be  those  of  the  issuers  or  of  the 
purchasers. 

Eurodollar.  U.S.  dollar  owned  by  foreigners  and  placed  on  deposit  in 
banks  or  similar  institutions  outside  the  United  States,  principally  in 
Europe.  Such  deposits  are  available  for  lending  to  corporations  and 
other  banks,  and  can  be  used  to  finance  trade. 

Exporter  Retention.  That  portion  of  the  gross  invoice  value  of  a 
contract  being  financed  which  an  exporter  retains  for  his  own  risk, 
normally  10  to  15%.  The  importer  makes  a  cash  downpayment,  for 
example,  10%  of  the  invoice  value,  the  exporter  retains  10%,  and 
the  remaining  80%  of  the  contract  is  the  financed  portion  of  the 
contract. 

Financial  Credit.  As  used  in  this  publication,  financial  credit  refers  to 
credits  granted  by  Western  banks  or  other  sources  to  East  European 
banks.  Distinguished  from  buyer's  credits,  which  are  granted  to  specific 
importers. 

Financed  Portion.  See:  Exporter  Retention. 

Forfaiter.  The  bank  which  purchases  uninsured  foreign  receivables 
(bills  of  exchange  or  promissory  notes)  from  an  exporter  and  which 
absorbs  the  risks  of  collecting  payment  from  the  importer,  without 
recourse  to  the  exporter. 

General  Purpose  Loan/Credit.  Loan  or  credit  which  is  not  linked 
("tied")  to  the  purchase  of  specific  goods  for  a  specific  purpose  or 
project. 

Guaranteed  Credits.  As  referred  to  in  this  publication,  credits  which 
are  insured  under  export  insurance  programs  of  government  and 
government-supported  agencies  in  the  West  and  by  Soviet-owned 
insurance  companies  in  the  West. 

Hard  Currency.  The  term  "hard1'  is  a  carry-over  from  the  days  when 
sound  money  was  freely  convertible  into  hard  metal,  such  as  gold. 
The  term  is  used  today  to  describe  a  currency  whose  value  is  sound 
and  is  generally  acceptable  at  face  value  internationally. 

Investment  Bank.  Firm  that  originates,  underwrites,  and  distributes 
new  security  issues  of  corporations  and  government  agencies.  A  syndi- 
cate of  investment  banking  firms  is  organized  for  underwriting  and 
distribution  of  most  security  issues.  If  the  amonut  of  capital  sought  is 
large  enough  to  prevent  one  investment  banking  firm's  undertaking 
the  risk  of  purchasing  the  entire  issue,  the  investment  bank  that 
initiates  the  issue  with  the  corporation  organizes  a  group  of  investment 
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bankers  to  divide  the  liability  for  the  purchase,  with  the  originator 
acting  as  manager  of  the  group. 

Letter  of  Credit.  A  bank-to-bank  credit  facility  extended  by  an  ex- 
porter's bank  at  the  request  of  an  importer's  bank  whereby  the 
former  agrees  to  accept  for  discounting  up  to  a  fixed  limit  and  under 
terms  specified  in  the  letter  of  credit,  bills  of  exchange  or  promissory 
notes  drawn  in  favor  of  the  exporter  against  the  importer.  Through 
the  issuance  of  such  letters,  a  bank  pledges  its  credit  on  behalf  of  its 
customers  and  thereby  facilitates  the  transaction  of  business  between 
parties  who  may  not  be  otherwise  acquainted  with  each  other.  The 
drafts  may  be  payable  upon  presentation  to  the  bank  which  issued 
the  credit  or  at  some  later  time,  as  fixed  by  the  terms  of  the  credit.  The 
letter  of  credit  may  be  sent  by  the  issuing  bank  or  its  customer  to 
the  beneficiary,  or  the  terms  of  the  credit  may  be  transmitted  through 
a  correspondent  bank.  In  this  case,  the  correspondent  bank  may  add 
its  guarantee  (confirmation)  to  that  of  the  issuing  bank,  depending  on 
the  arrangements  made  between  the  seller  and  the  buyer.  When  such  a 
guarantee  is  added,  the  letter  is  described  as  a  confirmed  credit.  Letters 
of  credit  may  be  revocable  or  irrevocable,  depending  on  whether  the 
issuing  bank  reserves  the  right  to  cancel  the  credit  prior  to  its  expiration 
date. 

Libor.  London  inter-bank  offered  rate.  Frequently  used  to  refer  to  the 
interest  rate  charged  on  6-month  Eurodollar  deposits. 

Limited  Convertibility.  Term  applied  to  the  changing  of  one  cur- 
rency into  another  with  government  permission.  See  also:  Convertible 
Currency. 

Maturity  Date.  The  date  on  which  a  draft  or  acceptance  becomes 
due  for  payment. 

Merchant  Bank.  An  acceptance  house  or  dealer  in  commercial  paper, 
e.g.,  bills  of  exchange  or  drafts,  that  also  does  investment  banking. 

Most-Favored-Nation  Clause.  A  provision  in  commercial  treaties  be- 
tween two  or  more  countries  guaranteeing  that  the  signatories  will 
automatically  extend  to  each  other  any  advantage,  favor,  privilege  or 
immunity  they  grant  with  respect  to  the  importation  or  exportation 
of  any  product  originating  in  or  destined  for  any  other  country. 

Nonguaranteed  Credits.  In  this  publication,  the  term  refers  to  credits 
not  insured  under  government  or  government-supported  export  credit 
guarantee  systems.  Nonguaranteed  credits  are  mainly  nonrecourse 
credits,  Eurodollar  loans,  and  a  portion  of  short-  and  medium-term 
credits. 

Nonrecourse  Credit.  Supplier's  financing  whereby  the  bank  accepting 
bills  or  notes  for  discount  absorbs  the  risks  of  advancing  funds  to  the 
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exporter   and   of  collecting  payment   from   the   importer.   The   bank 
waives  its  right  of  recourse  to  the  exporter. 

Note  Financing.  A  jorjait  or  nonrecourse  credits.  See  also:  Nonrecourse 
credit. 

Open  Account  Terms.  Sales  on  unsecured  credit. 

Plafond  A.  Line  of  credit  (supplier  credit),  available  to  member  banks 
of  the  Ausfuhrkredit-Gesellschaft  mbH  (AKA)  for  financing  exports 
from  the  Federal  Republic  of  Germany.  Can  be  used  for  financing 
East-West  trade. 

Plafond  B.  Discount  facility  extended  by  the  Deutsche  Bundesbank,  the 
central  bank  of  the  Federal  Republic  of  Germany  (FRG)  for  financing 
exports  from  the  FRG,  including  exports  for  East-West  trade.  Plafond 
B  funds  are  administered  by  the  Ausfuhrkredit-Gesellschaft  mbH 
(AKA)  and  are  available  to  all  German  banks,  whether  or  not  they 
are  members  of  the  AKA. 

Plafond  C.  Line  of  credit  (buyer  credit)  available  to  member  banks  of 
the  Ausfuhrkredit-Gesellschaft  mbH  (AKA)  for  financing  exports 
from  the  Federal  Republic  of  Germany.  Normally  not  available  for 
financing  East-West  trade. 

Political  Risk.  In  this  publication,  term  includes  transfer  delays  in 
converting  local  currency  payments  into  currency  denominated  in  the 
sales  contract,  cancellation  of  export  or  import  licenses,  government 
expropriation,  confiscation  or  other  government  intervention,  losses 
due  to  war,  revolution,  or  civil  disturbances. 

Preshipment  Cover.  Insurance  to  cover  the  manufacturing  risk  in- 
volved during  the  production  of  specially  fabricated  equipment  for  a 
single  export  order,  goods  manufactured  in  unusually  large  amounts, 
or  products  which  take  an  abnormally  long  time  to  manufacture. 

Promissory  Note.  Short-term  credit  instrument  consisting  of  a  written 
promise  by  the  importer  (buyer)  to  pay  a  specified  amount  of  money 
to  the  exporter  (seller)  on  demand  or  a  given  future  date.  Promissory 
notes  are  often  negotiable. 

Protracted  Default.  In  this  publication,  the  term  refers  to  the  failure 
of  an  importer  to  pay  the  amount  due  at  due  date. 

Socialist.  As  used  in  this  publication,  "socialist"  refers  to  state  trading 
countries  with  centrally  planned  economies.  These  include  Bulgaria, 
Czechoslovakia,  German  Democratic  Republic,  Hungary,  Poland,  Ro- 
mania, the  Soviet  Union,  and  the  People's  Republic  of  China. 

Subsidiary,  Foreign.  In  U.S.  banking,  a  partially  or  wholly  owned  sub- 
sidiary of  a  U.S.  bank  (or  banks)  that  is  chartered  under  foreign  host 
country  laws.  The  subsidiary  is  therefore  regarded  as  a  domestic  bank 
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of  the  host  country,  subject  to  the  banking  regulations  and  practices 
established  in  the  particular  host  country. 

Supplier's  Credits.  Credits  granted  by  a  supplier  (exporter),  usually 
through  commercial  banks,  to  a  foreign  buyer.  In  East-West  trade, 
letter  of  credit  financing  and  indirect  nonrecourse  credits  are  major 
forms  of  Western  supplier's  credits. 

Transferable  Ruble.  Unit  of  account  used  by  the  International  Bank 
for  Economic  Cooperation  (IBEC)  and  the  International  Investment 
Bank  (IIB)  for  carrying  out  multilateral  settlements  for  member 
countries. 

Without  Recourse.  A  phrase  followed  by  the  signature  of  a  drawer  or 
endorser  of  a  negotiable  instrument,  whereby  he  disclaims  liability 
to  subsequent  holders  in  the  event  of  nonpayment. 
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NOTE  ON  SOURCES 

Most  information  in  this  book  was  obtained  during  personal  interviews 
with  various  bankers,  businessmen,  and  government  officials  in  the 
United  States,  and  in  Eastern  and  Western  Europe.  Those  interviewed 
ranged  over  many  aspects  of  East-West  trade  financing  problems  and 
practices.  Other  material  was  derived  from  reviewing  commercial  banking 
practices  as  they  are  customarily  applied  in  East-West  trade  financing.  The 
remainder  of  the  information  came  from  assorted  documents,  reports, 
and  pamphlets,  as  well  as  correspondence  and  annual  reports.  Given  the 
nature  of  the  sources,  it  was  felt  appropriate  that  no  attributions  be  made. 
However,  for  those  seeking  additional  information,  a  list  of  publications 
in  the  field  is  included  in  the  Selected  Bibliography. 
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Barter-switch  houses:  87.  88-89,  location  of,  89;  commercial  banks  and,  89;  func- 
tions of,  90. 

Berlin:  East,  25,  43.  West,  82. 

Berne  Union  (International  Union  of  Credit  Investment  Insurers):  2,  45,  94-95; 
and  COFACE,  80;  membership  of,  94;  purpose  of,  94-95;  guidelines  on  export 
credit  maturities,  95. 

BFCE:  See:  Banque  Francaise  du  Commerce  Exterieur. 

Bilateral  Payments  Agreements:  Foreign  Trade  Banks  and,  9;  "switch"  transac- 
tions and,  89-90;  barter-switch  houses  and,  90;  clearing  currency  and,  89. 

Bills  of  exchange:  6,  69;  endorsement  by  Foreign  Trade  Banks,  9,  69;  short-term 
credits  on  basis  of  (France),  (Germany),  24,  23,  30-31;  33;  maturities  of,  69; 
nonrecourse  financing  and,  70. 

Black  Sea  and  Baltic  Company,  Ltd.:  25,  43,  85-86,  97-98. 

Blocked  assets:  and  the  People's  Republic  of  China,  37. 

Bond  issues:  6.  See  also:  Eurobond. 

Britain:  See:  United  Kingdom. 

British  Insurance  Association:  Black  Sea  and  Baltic  Company,  Ltd.,  and,  85. 

Bulgaria:  1;  National  Bank  of,  7;  Foreign  Trade  Bank  of,  10;  membership  in 
CMEA,   12;  19;  ECGD  line  of  credit  to,  23;  Johnson  Debt  Default  Act  and,  93. 

Bulgarska  Narodna  Banka  (Bulgarian  National  Bank):  7. 

Bulgarska   Vunshnoturgovska  Banka:    (Bulgarian  Foreign  Trade   Bank),    10. 

Bundesbank:  See:  Deutsche  Bundesbank. 

Bureau  of  East-West  Trade  (U.S.):  32. 

Buy-Back  Barter:  See:  Product  pay-back  arrangements. 

Buyer's  credits:  6;  U.S.  commercial  banks,  13;  Japan,  29;  67;  ECGD  of  United 
Kingdom  and,  60,  79;  BFCE  of  France  and,  61-62;  "Plafond  C"  credits  (West 
Germany)  and  AKA,  25;  KfW  and,  64-65;  Italian  special  credit  institutes  and, 
28,  67;  Export-Import  Bank  of  Japan  and,  67;  COFACE  coverage  of,  62,  80; 
Hermes  coverage  of,  81:  TREUARBEIT  coverage  of,  to  East  Germany,  81. 

Canada:  32. 

Capital  Markets:  48-49;  66.  See  also:  Eurobond. 

Cash-against-documents:  6,  31,  33,  37;  Eastern  Europe  and,  37;  U.S.S.R.  and,  37; 
People's  Republic  of  China  and,  37. 

Cash  downpayment:  U.S.  Export-Import  Bank  and,  57,  77;  Italy,  66;  Japan,  68; 
FCIA  Medium-Term  Policy  and,  74;  Special  Coverage  and,  75;  ECGD  coverage 
and,  79;  COFACE  coverage  and,  80. 

CCC:  See:  Commodity  Credit  Corporation. 

Ceskoslovenska  Obhodni  Banka,  a.s.:  (Commercial  Bank  of  Czechoslovakia, 
Ltd.),   10. 

CFF:  See:  Cooperative  Financing  Facility. 

CFF  Cooperating  Institutions:  56-58;  Bank  Handlowy  as,  57:  Romanian  Bank 
for  Foreign  Trade  as,  57. 
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Chamber  of  Commerce,  International:  9. 

Chase  Manhattan  Bank,  N.A.:  20. 

Chubb  and  Son,  Inc.:  Insurance  coverage  from,  97-98;  address,  99. 

Citibank  of  New  York:  19,  20. 

City  Banks,  Japanese:  29;  medium-  and  long-term  export  credits  from,  with  the 
Export-Import  Bank  of  Japan,  67. 

Clearing  banks  (United  Kingdom):  22,  60. 

Clearing  currency:  Transferable  rubles,  as,  12. 

CMEA:  See:  Council  for  Mutual  Economic  Assistance. 

CMEA  banks:  11-13;  publicized  Eurocurrency  credits  to  (Table),  14;  legal  lend- 
ing limit  of  U.S.  commercial  banks  and,  16;  participation  in  Eurocurrency 
syndications,  49. 

COFACE:  See:  Compagnie  Franchise  d'Assurance  Exterieur. 

Comecon:    17.  See   also:    Council   for  Mutual  Economic  Assistance   (CMEA). 

Commercial  Bank  Guarantee  Program:  of  the  Export-Import  Bank  (U.S.),  38, 
40,  54,  75-78. 

Commercial  banks:  6;  United  States,  13-18;  United  Kingdom,  22-23;  France,  23- 
24;  Federal  Republic  of  Germany,  24-27;  Italy,  27-28;  Japan,  28-29;  barter 
transactions  and,  89;  counter-purchase  arrangements  and,  90-91. 

Commercial  banks  (United  States):  13-18;  regional  banks,  13,  15;  legal  lending 
limit,  15-16;  overseas  branches  and  subsidiaries,  16-18;  representative  offices  in 
the  socialist  countries,  18-20;  nonrecourse  financing  and,  70-71;  Johnson  Debt 
Default  Act  and,  94;  syndications,  13,  15. 

Commercial  paper:  Foreign  Trade  Banks,  guaranteed  by,  9,  11;  and  discounted 
by,  9,  11;  discounted  by  Soviet  banks  in  the  West,  9,  11;  short-term  credits 
on  basis  of,  discounted    (Federal   Republic  of  Germany),  24,   (France),  23. 

Commercial  risks:  38-39,  41;  coverage  of  short-term  by:  United  Kingdom,  41-42; 
France,  42;  Federal  Republic  of  Germany,  43;  Italy,  43;  Japan,  44;  coverage 
of  medium-  and  long-term  by:  Western  government-supported  programs,  71; 
medium-  and  long-term  covered  by  FCIA,  73-75;  U.S.  Export-Import  Bank,  77; 
ECGD,  78,  79;  COFACE,  80;  Hermes,  80-82;  INA  (Italy),  and,  82-83: 
coverage  by  Soviet  insurance  companies  in  the  West,  86;  private  insurance 
coverage  and,  96-100. 

Commerzbank:    19;  24. 

Commitment  fee:  U.S.  Export-Import  Bank,  56,  57,  59;  PEFCO,  60;  Germany, 
Federal  Republic  of:  AKA,  64;  KfW,  65;  nonrecourse  financing  and,  70;  ECGD 
coverage  and,  79. 

Commodity  Credit  Corporation  (CCC):  32,  33:  Trade  Act  of  1974  and,  53: 
Johnson  Debt  Default  Act  and,  94. 

Commodity  Credit  Export  Sales  Program:  32-33. 

Common  Market  (European  Economic  Community):  61. 

Compagnie  Francaise  d'Assurance  pour  le  Commerce  Exterieur  (COFACE)  of 
France:  coverage  for  short-term  credits,  23,  42;  coverage  for  medium-term 
supplier's  credits,  61,  79-80;  and  buyer's  credits,  62,  79-80;  address,  72. 

Compensation  Arrangements,  Alternative:  87-92;  barter,  87-89;  "switch"  trans- 
actions, 89-90;  counter-purchase,  90-91;  product  pay-back,  91-92;  coproduc- 
tion,  92. 

Compensation  Trading:  See:  Counter-purchase  arrangements. 

Components,  foreign:  insurance  coverage  for,  70. 

Comprehensive  Bill  Guarantee:  of  ECGD,  42. 

Comprehensive  Guarantee  Policy:  of  ECGD,  41-42. 

Comprehensive  Open  Account  Guarantee:  by  ECGD,  42. 

Congress,  U.S.:   53-54. 

115 


Cooperative  Financing  Facility:  of  Export-Import  Bank  (U.S.)  54;  source  of 
medium-term   lines   of   credit,    56-58;   Poland   and,    56;   Romania   and,   56. 

Coproduction  Arrangements:  Reciprocal  deliveries  in,  92. 

Correspondent   relationships:    of   Foreign  Trade   Banks,   9;   of  CMEA   banks,    12. 

Council  for  Mutual  Economic  Assistance  (CMEA):  membership,  11-12;  banks, 
11-13,  16. 

Council  of  Ministers:  socialist  countries,  6. 

Counter-purchase  arrangement:  87,  90-91;  compensation  trading,  90;  reciprocal 
trading,  90;  contracts  in,  90-91;  Foreign  Trade  Banks  and,  90;  commercial 
banks  and,  90;  government-to-government,  91;  Germany,  91;  Italy,  91;  Japan, 
91;  raw  materials  and,  91;  manufactured  goods,  capital  equipment  and,  91; 
product  pay-back  arrangements,  92. 

Country  Banks,  Japanese:  29. 

Credit  Guarantees:  by  Foreign  Trade  Banks,  9;  by  CMEA  banks,  13;  by 
Soviet  Banks  in  the  West,  22.  See  also:  Credit  Insurance  and  Guarantee  Pro- 
grams,  Western;   Commercial    Banks;   Insurance,   Credit. 

Creditanstalt  Bankverein:    19. 

Credit  Commerciale  de  France  (France):  23. 

Credit  in  current  account:  6.  See  also:  Open  Account. 

Credit  Industriel  et  Commercial:  19. 

Credit  insurance  and  guarantee  programs,  Western,  medium-  and  long-term: 
71-85;  National  Banks  (socialist)  provide,  71;  Foreign  Trade  Banks,  provide, 
71;  State  Insurance  Companies  (socialist)  provide,  71;  nonrecourse  financing 
and,  70;  United  States;  73-78:  United  Kingdom,  78-79;  France,  79-80;  Germany, 
Federal  Republic  of,  80-82;  Italy,  82-83;  Japan,  84-85;  private  insurers  and, 
96-100. 

Credit  insurance  and  guarantee  programs,  Western,  short-term:  38-44;  Soviet 
insurance  companies  in  the  West  and,  38;  United  States,  availability  for  Poland 
and  Romania,  38-39;  United  Kingdom,  41-42;  France,  42;  Federal  Republic 
of  Germany,  43;  Italy,  43;  Japan,  43-44;  nonrecourse  financing  and,  70;  private 
insurers  and,  96-100. 

Credit  Institutes,  Italian:  27-28;  credit  of,  refinanced  by  Mediocredito  Centrale. 
65-67;  lines  of  credit  disbursed  through,  67;  and  INA   (Italy),  83. 

Credito  Italiano:  20,  27.  See  also:  Credit  Institutes,  Italian. 

Credit  Lyonnais  (Paris):  19-20,  23,  60,  80. 

Credit  ratings:  of  Foreign  Trade  Banks,  9. 

Credit-worthiness,  of  socialist  countries,  3-4;  how  measured,  3-5. 

Cuba:  1;  membership  in  CMEA,  12. 

Currency,  Clearing:  CMEA  banks  and,  12;  bilateral  payments  agreements  and, 
89. 

Currency,  convertible  (hard):  Relative  shortage  of,  for  socialist  countries,  2: 
hard  currency  reserves,  4-5;  foreign  exchange  transactions  and,  5,  8-9;  deposits 
of,  sought  by  CMEA  banks,  12;  Manufacturers  Hanover  Trust  Company  Bu- 
charest branch  (Romania)  and,  17. 

Currency  risks:  nonrecourse  financing  and,  70. 

Current  account:  credit  in,  6,  31,  33.  See  also:  Open  account. 

Czechoslovakia:  1;  State  Bank  of,  7;  Commercial  (foreign  trade)  Bank  of,  10; 
membership   in   CMEA,    12;   Johnson   Debt   Default  Act   and,   93. 

Darag  (GDR  State  Insurance  Company):  25,  43,  71. 

Debt-service  ratio:  4-5. 

Deferred  payments  schedules:  of  People's  Republic  of  China,  4;  Commodity 
Credit  Corporation,  32. 

Department  of  Commerce,  U.S.:  32. 
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Detente,  Era  of:  1. 

Deutsche  Aussenhandelsbank  AG  (Foreign  Trade  Bank  of  the  German  Democratic 
Republic):    10. 

Deutsche  Bank:  19;  24. 

Deutsche  Bundesbank  (West  German  central  bank) :  25;  support  to  Ausfuhrkredit- 
Gesellschaft  mbH  (AKA),  63-64;  discount  facility,  25-26;  63-64. 

Deutsche  Revisions  und  Treuhand,  A.  G.  (TREUARBEIT) :  address,  72;  credit 
insurance  for  West  German  trade  with  East  Germany  and,  81. 

Deutsche  Staatsbank  (State  Bank  of  the  German  Democratic  Republic-central 
bank):  7.  , 

Direct  Lending  Program:  of  the  Export-Import  Bank  (U.S.),  54,  75,  medium- 
and  long-term  buyer  credits,  54-55;  availability  to  Poland  and  Romania,  54; 
and  Financial  Guarantee  Program,  55,  75. 

Discounting  (of  commercial  paper) :  By  Foreign  Trade  Banks,  9;  short-term 
credits  on  basis  of  (Germany),  24,  (France),  23,  61-62;  by  specialized  East- 
West  banks,  30-31;  medium-term  and  Deutsche  Bundesbank,  25-26,  63-64; 
in  U.S.,  48;  promissory  notes  of  socialist  buyer,  69  nonrecourse  financing, 
70-71;  FCIA  and,  73-74. 

Discount  Loan  Program:  of  the  Export-Import  Bank  (U.S.),  54;  58-59;  Poland 
and,  58;  Romania  and,  58. 

Discount  loan  rate:  of  U.S.  Export-Import  Bank,  59. 

Discount  rate:  of  Bundesbank,  64. 

Discounts:  in  barter  trade,  89,  90;  in  "switch"  trade,  90. 

Discretionary  Credit  Limit:    FCIA   short-term  credit  insurance  policy  and,   39-40. 

Donaubank:  21. 

Dresdner  Bank:  19;  24. 

Eastern  Europe:  1,  4;  past  payments  of  countries  of,  4;  gold  reserves  of,  4-5; 
Export-Import  Bank  (U.S.)  and,  18-20;  cash-against-documents  and,  37;  open 
account  terms  and,  37-38;  attitude  of,  toward  interest  rates,  47;  Eurocurrency 
syndications  and,  48-49;  French  rediscount  rate  and,  61;  Soviet  insurance 
companies  in  the  West  and,  85;  alternative  compensation  arrangements  and, 
87;  "switch"  transactions  with,  90;  Berne  Union  and,  94;  private  insurance  for 
trade  with,  96-99. 

East  Germany:  see:  German  Democratic  Republic. 

East-West  banks,  specialized:  30,  nonrecourse  financing  and,  70. 

East-West  United  Bank:  21. 

ECGD:  see:  Export  Credits  Guarantee  Department. 

Edge  Act  Corporations:  58,  75. 

Efibanca:  see:  Ente  Finanziario  Interbancario. 

Emigration:  freedom  of,  and  Trade  Act  of  1974,  53. 

Ente  Finanziario  Interbancario  (Efibanca):  27-28;  medium-  and  long-term 
credits  extended  by,  65;  Mediocredito  Centrale  and,  65.  See  also:  Credit 
Institutes,  Italian. 

Eurobank:  See:  Banque  Commerciale  pour  l'Europe  du  Nord  (Paris). 

Eurobond:  24;  National  Bank  of  Hungary  and,  48.  See  also:  Capital  Markets, 
Eurocurrency. 

Eurocurrency:  Markets  and  CMEA  banks,  13,  14,  16,  24,  31,  48-49;  nonrecourse 
finnacing  and,  70.  See  also:  Eurodollar  market,  Euromarket  operations, 
Eurobond. 

Eurodollar  market:  and  Soviet  banks  in  the  West,  21,  29,  49.  See  also:  Euro- 
currency, Euromarket  operations. 

Euromarket  operations:  6;  CMEA  banks  and,  11;  publicized  credits  to  CMEA 
banks  (Table),  14;  Foreign  Trade  Banks  and,  16.  See  also:  Eurodollar  market, 
Eurocurrency,  Eurobond. 
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European  Economic  Community  (Common  Market):  61. 

European   Recovery   Program    (E.R.P.)    Counterpart   Funds:    64. 

Exchange  rate:  official,  established  by  National  Banks,  8;  tourist,  8;  fluctuations 
and  insurance  against.  41;  currency  risks  and  nonrecourse  financing,  70;  in 
"switch"  trading,  90. 

Eximbank:   See:    Export-Import   Bank  of  the  United  States. 

Export  Administration,  Office  of  (U.S.):  32. 

Export  Bill  Insurance:  coverage  from  MITI,  44,  84-85. 

Export  Credit  Guarantee  Department  (ECGD)  of  the  United  Kingdom:  9,  22-23; 
lines  of  credit  guaranteed  by,  23;  short-term  coverage,  41-42;  medium-  and 
long-term  coverage,  60,  78-79;  address,  72.  85,  86.  See  also:   United  Kingdom. 

Export-Import  Bank  Act  of  1945:  53. 

Export-Import  Bank  of  Japan:  28-29;  address,  52;  representative  office  in  U.S., 
address  of,  52;  medium-  and  long-term  export  credits,  source  of,  67-69.  See 
also:  Japan. 

Export-Import  Bank  of  the  United  States  (Eximbank):  13;  guarantee  of  a  legal 
lending  limit  of  U.S.  commercial  banks,  15;  as  source  of  long-term  credits, 
18,  20;  Commercial  Bank  Guarantee  Program  and,  38-39,  75-78;  FCIA  and, 
38-39,  73;  address,  52,  and  Trade  Act  of  1974,  53-54;  as  source  of  medium- 
and  long-term  export  financing,  54-59;  Private  Export  Funding  Corporation 
(PEFCO)  and,  59-60:  medium-  and  long-term  export  credit  insurance  and 
guarantee  coverage.  75-78;  Johnson  Debt  Default  Act  and,  94;  Berne  Union, 
member  of,  94;  97. 

Export  license,  U.S.:  32,  77. 

Export    Proceeds   Insurance:    medium-   and   long-term   coverage,    from    MITI,    84. 

Exporter    retention:    of   a    transaction.   50;   U.S.    Export-Import   Bank   and,    77. 

FCIA:  See:  Foreign  Credit  Insurance  Association. 

Feasibility  Studies:  export  credit  insurance  coverage  for,  75. 

Federal  Republic  of  Germany:  1;  commercial  banks,  16.  17. 

Financed  portion:  of  a  transaction,  50;  Japanese  Export-Import  Bank  participa- 
tion in,  68;  U.S.  Export-Import  Bank,  and,  77;  ECGD  (United  Kingdom)  and, 
79;  COFACE  and,  80;  Hermes  and,  81;  INA  (Italy)  and,  83;  Soviet  insurance 
companies  in  the  West  and,  85.  See  also:  Exporter  Retention. 

Financial  Guarantee  Program:  of  the  Export-Import  Bank  (U.S.),  54,  55-56,  75; 
CFF  Cooperating  Institution  and,  57:  of  ECGD  (United  Kingdom),  79.  See 
also:  Financial  Guarantees. 

Financial  Guarantees:  for  medium-  and  long-term  export  credits,  by  INA  (Italy), 
83.  See  also:  Financial  Guarantee  Program. 

Financial   Loans:    extended   by   KfW,  64:  credit   insurance  coverage  for,   81-82. 

Financing  approval:   32. 

Financing   Package:    alternative   compensation   arrangements   and   the,   87,   89. 

Finland:    19. 

First  National  Bank  of  Chicago:   19. 

Five  Year  Plans:  2. 

Foreign  Credit  Insurance  Association  (FCIA):  short-term  insurance.  38,  39-40: 
address,  73;  reinsurance  and,  agency  agreement  with  Eximbank,  73;  medium- 
and  long-term  credit  insurance,  73-75;  Poland  and,  73;  Romania  and,  73: 
Medium-Term  Policy  of,  74;  Special  Coverage  of,  74-75;  regional  offices,  list 
of,  76-77;  Berne  Union,  member  of,  94-95. 

Foreign  Exchange:  and  Foreign  Trade  Banks,  5,  8,  9;  Soviet  banks  in  the 
West  and,  21-22;  "switch"  transactions  and,  89-90.  See  also:  Currency, 
Convertible. 

Foreign  Trade   Banks:   2,  4-6,  9,   11.  "switch"  trading  by,  9;  list,   10-11;  organiza- 
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tion,  8,  9,  11;  service,  8,  9,  11;  Uniform  Customs  and  Usages  for  Documentary 
Credits,  adherence  to,  9;  correspondent  relationships  with  commercial  and 
other  foreign  banks,  9;  credit  rating,  9;  commercial  paper  guaranteed  by,  9, 
11,  65;  credit  extended  by,  11;  U.S.  commercial  banks  and,  13,  15;  legal 
lending  limit  of  U.S.  commercial  banks  and,  15,  16;  Romanian  and  Manu- 
facturers Hanover  Trust  Company,  17-19,  27;  cash-against-documents  and,  37; 
short-term  insurance  and  Italy,  43-46;  and  Eurocurrency  syndications,  49; 
U.S.  Export-Import  Bank  Direct  Loan  Program  and,  54-55;  U.S.  Export-Import 
Bank  Preliminary  Commitments  and,  55;  Cooperative  Financing  Facility  and, 
56-57;  Medium-Term  Direct  Loan  Program  and,  58;  KfW  (West  Germany) 
and,  65;  repayment  guarantees  by,  65-66;  promissory  notes  guaranteed  by, 
69-70;  nonrecourse  financing  and,  70;  medium-  and  long-term  credit  insurance 
and  guarantees  provided  by,  71;  barter  transactions  and,  89. 

Foreign  Trade  Organization  (FTO):  2;  credit  to,  from  Foreign  Trade  Banks,  11; 
legal  lending  limit  of  U.S.  commercial  banks  and,  15-16;  open  account  terms 
and,  37-38;  bills  of  exchange  drawn  against,  69;  U.S.  Export-Import  Bank 
and,  75;  barter  arrangements  and,   87;  counter-purchase  arrangements  and,  91. 

Forfaiter:  70. 

France:  1;  representative  offices  in  the  socialist  countries,  of  banks,  18-20;  com- 
mercial banks  20,  23,  24,  30,  41;  short-term  credit  insurance,  42,  45;  medium- 
and  long-term  export  credits,  Banque  Franchise  du  Commerce  Exterieur  (BFCE) 
and.  51,  address:  61-63,  68;  Compagnie  Franchise  d'Assurance  pour  le  Com- 
merce Exterieur  (COFACE),  42,  79-80;  medium-  and  long-term  credit  in- 
surance, 80. 

FTO:  see:  Foreign  Trade  Organization. 

Garant-Versicherungs,  A.G.:  25,  38,  43,  71,  85-86. 

GDR:  See:  German  Democratic  Republic  (East  Germany). 

GeFi:  See:  Gesellschaft  zur  Finanzierung  von  Industrieanlagen  mbH. 

German  Democratic  Republic  (GDR-East  Germany):  1-2;  State  Bank  of.  6-7; 
Foreign  Trade  Bank  of,  10;  membership  in  CMEA,  12,  19;  ECGD  line  of  credit 
to,  23;  West  German,  export  financing,  26;  Johnson  Debt  Default  Act  and,  93. 

Germany,  Federal  Republic  of  (West  Germany):  1,  18-19;  commercial  banks,  20, 
23-27,  41;  short-term  credit  insurance  coverage  and,  43-51;  medium-  and  long- 
term  export  credits,  63-65,  68;  medium-  and  long-term  credit  insurance  coverage 
by,   80-81,   82,   84;   counter-purchase  arrangements  and,  91. 

General  Export  Insurance:  short-term  coverage  from  MITI,  43-44;  preshipment, 
financing  covered  by,  from  MITI,  84. 

Gesellschaft  zur  Fianzierung  von  Industrieanlagen  mbH  (GeFi):  51;  trade  with 
GDR  and,  63-64. 

Gold:  Reserves  of  socialist  countries,  4-5;  bought  and  sold  by  Foreign  Trade 
Banks,  9;  Soviet  banks  in  the  West  and,  21-22;  bilateral  payments  and,  89-90. 

Gosbank,  S.S.S.R.:    State  Bank  of  the  U.S.S.R.,    (central  bank),  8,   19-20. 

Grains  Agreement,  U.S. — Soviet,  of  1972:  33. 

Guarantee  Fee:  U.S.  Export-Import  Bank,  of,  56,  58;  PEFCO,  60. 

Hermes-Kreditversicherungs  A.G.  (Hermes):  26;  short-term  credit  insurance  and, 
43;  KfW  credits  and,  65;  socialist  bank  guarantees  and,  65;  address,  72; 
medium-   and  long-term   credit   insurance   coverage   and,   81-82,   84,    86. 

Hungary:  1,  2,  4;  National  Bank  of,  7,  8,  48;  Foreign  Trade  Bank  of,  10: 
membership  in  CMEA,   12,    19;  Johnson  Debt  Default  Act  and,  93. 

IBEC:  See:  International  Bank  for  Economic  Cooperation. 

IBRD:  See:  International  Bank  for  Reconstruction  and  Development. 

IIB:  See:  International  Investment  Bank. 

IMF:  See:  International  Monetary  Fund. 
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IMI:  See:  Instituto  Mobiliare  Italiano. 

INA:  see:  Insurance  Company  of  North  America:  Instituto  Nazionale  delle 
Assicurazion. 

Industrial  Bank  of  Japan:  29.  » 

Industrial  Cooperation  Arrangements:  See:  Coproduction  Agreements. 

Industry    Associations    (socialist):    authorized   to   receive   foreign   credits,    15. 

Ingosstrakh  (Soviet  Foreign  Insurance  Company):  25,  43,  71,  97-99. 

"Instructions  to  Banks":  78. 

Insurance:  casualty,  73,  96-100;  Credit,  See:  Insurance,  Credit;  Marine,  73,  84, 
96-100;  On  Fixed  Locations,  96-100;  Property,  73,  96-100;  Soviet  insurance 
companies  in  the  West,  85-86;  Transportation,  86,  96-99;  Premium  rates  on, 
private.  99;  Restrictions  on,  99;  claims,  currency  of,  99. 

Insurance,  credit:  Western  government-supported,  short-term,  38-44;  medium- 
and  long-term,  71-85;  Soviet  insurance  companies  in  the  West,  25,  38,  43,  85-86; 
private,    97;   nonrecourse   financing  and,   70;   OPIC  and,   95-96. 

Insurance  Company  of  North  America  (INA):  Insurance  coverage  from,  98. 
100;  address,  99. 

Inter-Bank  Protocols:  French  lines  of  credit  and,  62-63. 

Interest  Rates:  Commodity  Credit  Corporation  and,  33;  Soviet  and  East  European 
attitude  toward,  45-47;  PEFCO,  60;  Western  government-supported,  table  of 
effective,  47;  Eurocurrency  markets  and,  49;  Eximbank  rates,  54;  CFF  Co- 
operating Institution  and,  58;  Discount  Loan  Program  and,  59  in  France,  62; 
in  Germany,  Federal  Republic  of,  63-65;  Mediocredito  Centrale  (Italy)  and, 
65-66;  Export-Import  Bank  of  Japan  and,  68;  Japanese  line  of  credit  and,  68; 
officially  quoted  long-term.  Western  government-supported,  Table,  68;  ECGD 
(United  Kingdom)  and,  79;  OPIC  and,  96. 

Internal  Corporate  Funds:  as  source  of  short-term  financing,  31-32;  as  source  of 
medium-  and  long-term  financing,  50,  63. 

International  Bank  for  Economic  Cooperation  (IBEC):  11-14;  Publicized  Euro- 
currency credits  to  (Table),  14;  legal  lending  limit  of  U.S.  commercial  banks 
and,  16;  participation  in  Eurocurrency  syndications,  49. 

International  Bank  for  Reconstruction  and  Development  (IBRD):  Johnson  Debt 
Default  Act  and  membership  in,  93;  Romania  and,  93. 

International  Investment  Bank  (IIB):  11-14;  Publicized  Eurocurrency  credits  to 
(Table),  14;  legal  lending  limit  of  U.S.  commercial  banks  and,  16;  participation 
in  Eurocurrency  syndications,  49. 

International  Monetary  Fund  (IMF):  Johnson  Debt  Default  Act  and  membership 
in,  93;  Romania  and,  93. 

Investment  Banks:  France,  23.  See  also:  Merchant  Banks. 

IRI:  See:  Istituto  per  la  Ricostrunzione  Industriale. 

Istituto  Mobiliare  Italiano  (IMI):  27-28;  medium-  and  long-term  credits  extended 
by,  65;  Mediocredito  Centrale  and,  65;  line  of  credit  to  U.S.S.R.  and,  67. 
See  also:  Credit  Institutes,  Italian. 

Istituto  Nazionale  delle  Assicurazioni  (INA):  28;  short-term  political  risk  cover- 
age available  from,  43;  medium-term  supplier's  credits  and,  66;  address,  72. 
See  also:  Credit  Institutes,  Italian. 

Istituto  per  la  Ricostruzione  Industriale  (IRI):  27. 

Italy:  1;  representative  offices  in  socialist  countries  of  banks,  18-19;  commercial 
banks,  27-28;  special  credit  institutes,  27-28,  41;  short-term  credit  insurance 
and,  43,  45,  51;  medium-  and  long-term  financing,  Mediocredito  Centrale  and, 
65-68;  medium-  and  long-term  credit  insurance  by  Instituto  Nazionale  delle 
Assicurazioni  (INA),  82-83;  counter-purchase  arrangements  and,  91.  See  also: 
credit  Institues,  Italian. 
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Japan:  1,  16;  commercial  banks,  18,  28-29,  41,  52;  Export-Import  Bank  of, 
67-69;  Ministry  of  International  Trade  and  Industry  (MITI)  insurance  coverage 
by,  84-85;  counter-purchase  arrangements  and,  91. 

Johnson  Debt  Default  Act:  2;  Eurodollar  funds  and,  48-49,  93-94;  IMF  mem- 
bership and,  93;  IBRD  membership  and,  93;  prohibited  transactions  under,  93; 
Albania,  93;  Bulgaria,  93;  Czechoslovakia,  93;  German  Democratic  Republic, 
93;  Hungary,  93;  Poland,  93;  Romania,  93;  Soviet  Union,  93;  People's  Republic 
of  China,  93;  purpose  and  scope  of,  93-94;  off-shore  credits  and,  94;  public, 
corporations  and,  94;  Eximbank  and,  94. 

Joint  ventures:  17;  insurance  coverage  in  Romania  by  OPIC,  95;  insurance 
coverage  from  private  insurers,  96-97. 

Kansallis  Osaka  Pankki  Bank:  19. 

KfW:  See:  Kreditanstalt  fur  Wiederaufbau. 

Kreditanstalt  fur  Wiederaufbau  (KfW):  26,  51;  long-term  credits  and,  63-65; 
supplier's  credits,  64-65;  buyer's  credits,  65;  interest  rates,  65. 

Legal  Lending  Limit,  U.S.:  U.S.  commercial  banks,  15-16;  exception  to,  with 
Eximbank  guarantee,  15,  54;  U.S.  state-chartered  banks  and,  16;  U.S.  national 
banking  associations  and,  15,  16;  CMEA  banks  and,  16. 

Lei,  Romanian:  17-18. 

Letters  of  credit:  6,  33-37,  69;  confirmation  by  Foreign  Trade  Banks,  8,  9,  35-36; 
Commodity  Credit  Corporation  and,  32-33;  sight,  75-76;  against  acceptance 
of  a  draft,  34;  confirmed  and  unconfirmed,  35,  36;  in  the  China  trade,  36,  37. 

Level  Payment  Notes:  77. 

LIBOR  (London  inter-bank  offered  rate):  CMEA  banks  and,  13;  floating  rates 
and,  46. 

Lines  of  Credit  (Western  government-supported):  ECGD  (UK),  23,  79;  France, 
63;  Italy,  67. 

Lloyds  Banks  International:  22. 

Lombard  borrowings:  63. 

Long-term  credits:  4,  6,  22,  45-68;  U.S.  Export-Import  Bank,  13;  commercial 
banks  and  syndications,  13;  United  Kingdom,  20,  22;  France,  23-24,  61-63; 
Germany,  Federal  Republic  of,  25,  63-65;  Italy,  27-28,  66-67;  Japan,  29,  67-69; 
United  States,  54-59. 

Long-Term  Credit  Bank  of  Japan:  29. 

Magyar   Kulkereskedelmi   Bank    (Hungarian   Foreign   Trade  Bank):    10. 

Magyar    Nemzeti    Bank    (National    Bank    of   Hungary — central    bank):    7. 

Manufacturers  Hanover  Trust  Company  of  New  York:  Branch  in  Bucharest, 
Romania,   17-19. 

Manufacturing  risks:  See:  Preshipment  cover. 

Marine  Cargo  Insurance:  97-99. 

Maturities,  Export  Credit:  Medium-  and  long-term,  6,  13;  France,  60-61;  Italy, 
27,  43,  65-66;  United  Kingdom,  41-42:  Federal  Republic  of  Germany,  64: 
Berne  Union  guidelines,  95;  short-term:  10,  30;  France,  23,  24;  Federal  Re- 
public of  Germany,  24,  25;  Italy,  27;  Japan,  67. 

Mediobanca:  See:  Banso  di  Credito  Finanziario. 

Mediocredito  Centrale:  27,  28,  51;  medium-  and  long-term  credits  refinanced  by, 
65-67. 

Medium-term  credits:  4-6,  45-68;  Supplier's  and  buyer's  credits  and  U.S.  com- 
mercial banks,  12-13;  U.S.  commercial  banks  and,  13,  17-18;  Soviet  banks  in 
the  West,  21-22;  United  Kingdom,  20-22;  France,  23-24;  Germany,  Federal 
Republic  of,  25-26;  Italy,  27-28;  Japan,  29,  67-69;  United  States,  54-59;  France, 
60-63;  Germany,  Federal  Republic  of,  63-65;  Italy,  65-67. 

Medium-Term  Policy:  credit  insurance  from  FCIA,  39,  40. 
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Merchant  banks  (London):  22. 
MFN:  See:  Most  Favored  Nation. 
Midland  Bank:  20,  22. 

Ministry  of  Finance,  socialist  countries:  6.  8.  9.  ' 

Ministry  of  International  Trade  and  Industry  (MITI),  Japanese:  29;  short-term 
insurance  coverage  available  from,  43-44,  68:  address,  73;  medium-  and  long- 
term  insurance  and  guarantees  available  from,  84-85. 

MITI:    See:    Ministry   of  International  Trade  and   Industry    (Japan). 

Mitsubishi  Bank:   29. 

Mitsui  Bank:  29. 

Morgan  Grenfell  and  Company  Ltd:  14. 

Moscow  Narodny  Bank,  Ltd:  20-21;  Eurocurrency  markets  and,  49;  nonrecourse 
financing  and,  70. 

Most  Favored  Nation  tariff  treatment:  Trade  Act  of  1974  and,  53-54;  Poland,  53; 
Romania,  53. 

Narodowy  Bank  Polski  (National  Bank  of  Poland — central  bank):  7. 

National  Banks  (socialist):  6-9;  list,  7-8;  and  Foreign  Trade  Banks,  8-9;  repay- 
ment guarantees  by.  and  Hermes  (West  Germany),  65;  and  Italian  special 
credit  institutes,  66;  medium-  and  long-term  credit  insurance  and  guarantees 
provided    by,    71:    Soviet    insurance    companies   in    the    West   and,    86. 

National  Bank  of  Hungary:  5,  7;  legal  lending  limit  of  U.S.  commercial  banks 
and,  16;  Eurobond  issues  floated  by,  48. 

National  Westminster  Bank:  20,  22. 

Nonrecourse:  credits,  6;  financing,  70-71. 

North  Korea:    1. 

North  Vietnam:    1. 

Nordiska  Foreninstanken:   20. 

Norway:  20. 

Note-financing:  See:  Nonrecourse. 

Ombudsman,  FCIA:  40,  75. 

Open  account:  31,  37-38.  See  also:  Current  account. 

OPIC:  See:  Overseas  Private  Investment  Corporation. 

Ost-West  Handelsbank,  A.G.:  20.  21. 

Overseas  direct  loans:  29. 

Overseas  Private  Investment  Corporation  (OPIC):  2;  Trade  Act  of  1974  and, 
53;  and  Romania,  53:  Berne  Union,  member  of,  94;  formation  of,  95;  Romania 
and,  95-96;  coverage  available  from,  95;  joint  ventures  and,  95;  political  risks 
and,  95;  financing  from,  96;  fees  and  interest  rates  and,  96-97. 

Parallel    Financing:    medium-    and    long-term    credits,    in    France,    61-62. 

Paribas:  See:  Banque  de  Paris  et  des  Pays-Bas. 

Payments  Record,  Past:  of  socialist  countries,  4. 

PEFCO:  See:  Private  Export  Funding  Corporation. 

People's  Bank  of  China  (State  Bank — central  bank):  8. 

People's  Republic  of  China  (PRO:  1;  deferred  payments,  4-5;  gold  reserves, 
4;  "Financial  Practices  in  U.S. -China  Trade,"  5-6:  Uniform  Customs  and  Prac- 
tice for  Documentary  Credits,  9,  34,  36;  Export-Import  Bank  of  the  United 
States  and,  12,  18;  letters  of  credit  and,  36-37;  cash-against-documents  and, 
37;  medium-  and  long-term  export  financing  and,  50,  52,  53;  Soviet  insurance 
companies  in  the  West  and.  85:  Johnson  Debt  Default  Act  and,  93;  insurance 
coverage  for  trade  with,  96-99. 

"Plafond    A"    Credits:    of    AKA    (West   Germany),    25-26,   63-64. 

"Plafond    B"    Credits:    Bundesbank,    AKA,    and,    25-26,    63-64. 

'Plafond  C"  Credits:  of  AKA  (West  Germany),  25. 
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Poland:  1,  National  Bank  of,  7;  Foreign  Exchange  Bank  of,  8;  Foreign  Trade 
Bank  of,  10,  19-20;  ECGD  line  of  credit  to,  23,  38;  FCIA  and,  39;  short- 
term  insurance  for,  from  FCIA,  39;  and  U.S.  Eximbank  Commercial  Bank 
Guarantee  Program,  for  short-term  coverage,  40;  Trade  Act  of  1974  and,  53; 
Most  Favored  Nation  tariff  treatment  and,  53;  Direct  Lending  Program  of  U.S. 
Export-Import  Bank  and,  54,  97;  Cooperative  Financing  Facility  and,  56-57; 
Discount  Loan  Program  and,  58;  Private  Export  Funding  Corporation  (PEFCO) 
and,  60;  French  line  of  credit  to,  63;  FCIA  and,  73,  97;  Eximbank  Preship- 
ment  Cover  and,  78;  Johnson  Debt  Default  Act  and,  93;  private  insurance  in 
trade  with,  98. 

Political  Risks:  38-39,  41;  coverage  of  short-term  by:  United  Kingdom,  41-42; 
France,  42;  Federal  Republic  of  Germany,  43;  Italy,  43;  Japan,  44;  nonrecourse 
financing  and,  70;  coverage  of  medium-  and  long-term  by:  Western  govern- 
ment-supported programs,  71;  medium-  and  long-term,  covered  by:  FCIA, 
73-75;  U.S.  Export-Import  Bank,  77;  ECGD,  78-89;  COFACE,  80;  Hermes, 
81;  INA  (Italy),  83;  MITI  (Japan),  84;  coverage  by  Soviet  insurance  com- 
panies in  the  West,  86;  coverage  of,  provided  by  OPIC,  95-96;  private  in- 
surance coverage  and,  96-99. 

Preliminary  Approval:  U.S.  Export-Import  Bank  CFF,  57. 

Preliminary  Commitments:  of  U.S.  Export-Import  Bank,  55;  of  Japanese  Export- 
Import  Bank,  68. 

Premium  rates,  insurance:  short-term  Western  government-supported  coverage  and, 
FCIA,  40;  ECGD,  42;  COFACE,  42;  Hermes,  43;  INA  (Italy),  43;  MITI, 
43-44;  medium-  and  long-term  Western  government-supported,  FCIA,  74-75; 
ECGD,  75;  COFACE,  80;  Hermes,  82;  INA  (Italy),  83;  MITI,  85;  of  Soviet 
insurance  companies  in  the  West,  86;  currency  of  86,  99;  private  insurers  and, 
99. 

Preshipment:  financing,  Japanese  banks  and,  29;  insurance  coverage  from  MITI, 
44,  84;  FCIA  coverage  of,  75;  U.S.  Export-Import  Bank,  coverage,  78;  and 
Hermes,  82;  coverage  provided  by  Soviet  insurance  companies  in  the  West,  86. 

Private  Export  Funding  Corporation  (PEFCO):  59-60. 

Private  Placements:  6,  49-50. 

Product  Pay-Back  Arrangements:  87,  91-92;  plant  and  equipment  and,  91-92; 
technology  and,  91-92;  contracts  in,  1;  suitable  products,  difficulties  in  obtain- 
ing in,  91-92. 

Promissory  notes:  guaranteed  by  Foreign  Trade  Banks,  9,  11,  69;  short-term 
credits  on  basis  of  (Germany)  23;  (France),  23,  24,  58,  69;  insured  or 
guaranteed,    69;    rediscounted,    69-70;    nonrecourse    financing,    70-71,    77-78. 

Protracted  Default:  38-39,  43,  77,  82. 

Reciprocal  Trading:   See  Counter-Purchase  arrangements. 

Rediscount:  by  Banque  de  France,  61-62;  by  Deutsche  Bundesbank,  26;  promis- 
sory notes  of  socialist  buyer,  in  West  Europe,  69-70;  nonrecourse  financing 
and,  70-71. 

Rediscount  rate:  on  medium-term  export  paper,  in  France,  61. 

Refinancing:  Medium-  and  long-term  in  France,  61;  in  Italy  by  Mediocredito 
Centrale,  65-67. 

Reinsurance:  of  commercial  risks  by  INA  (Italy),  43;  and  agency  agreement 
between  FCIA  and  Eximbank,  73. 

Regional  Banks,  U.S.  Commercial:  13,  15. 

Reserves:  hard  currency,  of  socialist  countries,  4,  5. 

Romania:  1;  National  Bank  of,  8:  Uniform  Customs  and  Practice  for  Docu- 
mentary Credits  and,  9,  33;  Foreign  Trade  Bank  of.  11;  membership  in  CMEA, 
12,    18,  38;  Manufacturers  Hanover  Trust  Company  of  New  York,  branch  in, 
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17-19;  ECGD  line  of  credit  (U.K.)  to,  23;  FCIA  (U.S.)  and,  39,  97;  short- 
term  credit  insurance  for:  from  FCIA,  39;  from  Eximbank  (U.S.)  under 
Commercial  Bank  Guarantee  Program,  40;  Trade  Act  of  1974  and,  53; 
U.S. -Romanian  Trade  Agreement,  53;  Direct  Lending  Program  of  U.S.  export- 
Import  Bank  and,  54:  Cooperative  Financing  Facility  and,  56;  Medium-Term 
Discount  Loan  Program  and,  58;  Private  Export  Funding  Corporation  (PEFCO), 
59-60;  FCIA  and,  73;  Eximbank  Preshipment  Cover  and,  78;  Johnson  Debt 
Default  Act  and,  93;  political  risk  coverage  available  from  OPIC,  95-96; 
financing,  long-term,  available  to:  from  OPIC,  96;  and  Eximbank,  97;  private 
insurance  coverage  for  trade  with,  98. 

Romanian  Bank  for  Foreign  Trade:    11;  as  CFF  Cooperating  Institution,  57. 

Sales  of  Services:   FCIA   insurance  cover  available  for,  74-75. 

Sanwa  Bank:  29. 

Schwarzmeer  und   Ostsee  Transport  Versicherungs,   A.G.    (SOVAG):    85-86. 

Short-term  credits:  4-5;  Supplier's  and  buyer's  credits  and  U.S.  commercial  banks, 
13;  U.S.  commercial  banks  and,   17-18;  European  banks  as  source,  20;  United 
Kingdom,   22;    France,    23;    Germany,    Federal    Republic    of,    23-25;    Italy,    27 
Japan,  27,  30-33. 

Short-Term  Policy:  credit  insurance  from  FCIA,  39-40. 

Siberia:  68. 

Socialist  Banks — Foreign  Trade  Operations:  CMEA  banks,  11-12;  Foreign  Trade 
Banks,  6-8,  15-16;  National  Banks,  6;  Soviet  Banks  in  the  West,  20,  21;  See 
also:  individual  entries. 

Societe  Franchise  d'Assurance  pour  Favoriser  le  Credit:  80. 

Societe  General  (Paris):  19,  20,  23,  60,  80. 

SOVAG:  85. 

Soviet  banks  in  the  West:  6,  9,  11;  Eurocurrency  markets  and,  49;  bills  of 
exchange    endorsed    or   guaranteed    by,    69;    nonrecourse    financing   and,    70-71. 

Soviet  Insurance  Companies  in  the  West:  71,  85-86,  97-98;  principal  risks  covered, 
85-86;  preshipment  cover  and,  86;  premium  rates  and,  86;  Western  commer- 
cial banks  and,  85;  Berne  Union  and,  94. 

Soviet  Union:  See:  Union  of  Soviet  Socialist  Republics. 

Spreads:  CMEA  banks  and  Euromarket  operations,  11;  spreads  above  LIBOR  and 
U.S.  prime  rate,  46. 

State  Bank  (socialist):  See:  National  Banks  (socialist). 

State  Insurance  Company  (socialist):  credit  insurance,  provides.  7 1 ,  85  Berne 
Union  and,  94;  private  insurers  and,  97-99. 

State  Planning  Commission;  6. 

Statni  Banka  Ceskoslovenska-State  Bank  of  Czechoslovakia,   (central  bank),  7. 

Supplier's  credits:  6;  U.S.  Commercial  banks,  13;  FCIA  and  short-term  insurance 
for,  39;  Federal  Republic  of  Germany  and  short-term  credit  insurance  for, 
43;  France,  61;  "Plafond  A"  credit's  (West  Germany)  and  AKA,  25,  26,  63; 
KfW  and,  64-65;  Italian  special  credit  institutes  and,  28,  66;  Export-Import 
Bank  of  Japan,  source  of  medium-term  credits,  67;  medium-  and  long-term 
credit  insurance  coverage  for,  by:  FCIA,  73-75;  Eximbank,  75-78;  ECGD,  78-79; 
COFACE,   61-62,   80;  Hermes,   81-82;  TREUARBEIT,  81    INA   (Italy),  83. 

Svenska  Handelsbanken:  20. 

Sweden:   20. 

Swing  credit:  26. 

Switch  House:  See:  Barter-Switch  House. 

Switch  trading:  by  Foreign  Trade  Banks.  9,  87,  89,  90;  in  trade  with  developing 
countries,  90;  among  socialist  countries,  90;  in  East-West  trade,  90;  discounts  in, 
90;  Soviet  Union  and,  90;  Eastern  Europe  and,  90;  barter-switch  houses  and,  90. 
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Taiyo  Kobe  Bank:  29. 

Tokyo,  Bank  of:  29. 

Trade  Act  of  1974:  32,  52-54,  78. 

Trade  Fairs:  insurance  for,  by  FCIA,  40. 

Transferable  rubles:    12. 

TREUARBE1T:    See:    Deutsche    Revisions    and   Theuchand    A.G. 

Uniform  Customs  and  Practice  for  Documentary  Credits  (1975):  Foreign  Trade 
Banks  and,  9,  33. 

Union  of  Soviet  Socialist  Republics  (USSR):  1,  3;  gold  reserves,  4,  5;  Gosbank, 
6;  membership  in  CMEA,  12;  Export-Import  Bank  of  the  United  States  and,  13, 
18,  20,  78;  banks  in  the  West,  20-22;  ECGD  line  of  credit  to,  23;  U.S.-Soviet 
Grains  Agreement  of  1972,  33,  35  cash-against-documents  and,  37;  open 
account  terms  and,  38;  interest  rates  and,  45-47;  Eurocurrency  syndications 
and.  48-49;  Trade  Act  of  1974  and,  53,  78;  Export-Import  Bank  Act  of  1945, 
as  amended,  and,  53-54;  French  rediscount  rate  and,  61;  French  line  of  credit 
to,  63;  Italian  line  of  credit  to,  67;  Japanese  lines  of  credit  to,  68;  Eximbank 
Preshipment  Cover  and,  78;  insurance  companies  in  the  West,  25,  38,  43,  71, 
85-86;  and  alternative  compensation  arrangements,  87;  barter  and,  88;  Switch 
transactions  with,  90;  Johnson  Debt  Default  Act  and,  93;  Berne  Union  and, 
94;  private  insurance  for  trade  with,  96-99. 

United  Kingdom:  1;  commercial  banks,  16,  18,  20,  22,  23,  30,  41;  short-term 
insurance  coverage  by  ECGD,  41-42,  45,  51;  medium-  and  long-term  coverage 
by  ECGD,  60,  68,  78-79. 

United  States:  1;  commercial  banks,  13-20;  regional  banks,  13,  15;  legal  lending 
limit,  15-16;  overseas  branches  and  subsidiaries  (U.S.  banks),  16-20,  30;  U.S.- 
Soviet Grains  Agreement  of  1972,  33,  38,  41,  68;  nonrecourse  financing  and, 
70-71;  credit  insurance,  FCIA,  38-40,  73-77  Export-Import  Bank,  40-41, 
75-78. 

U.S.-Soviet  Grains  Agreement  of  1972:  33. 

U.S.S.R.:  See:  Union  of  Soviet  Socialist  Republics. 

Vneshtorgbank  (Bank  for  Foreign  Trade  of  the  U.S.S.R.):  correspondent  rela- 
tionships, 9,  1 1,  19-20;  Italian  line  of  credit  and,  67. 

West  Germany:  See:  Federal  Republic  of  Germany. 

Wozchod  Handelsbank,  A.G.:  20,  21. 
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